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April 24, 2000 
Members of the Fifty-sixth Legislature 


In accordance with Section 5-12-302, MCA, I submit the Legislative Fiscal Division Budget 
Analysis Report for the May 2000 Special Session. There are two primary features of this report. 
The first is a revised general fund balance projection for the 2001 biennium and a projection for 
the 2003 biennium, to assist legislators in evaluating funds available for fiscal actions in the 
special session. The second is a summary of fiscal issues included in the session call, 
particularly the Governor’s Economic Development Proposal. 


Your staff of the Legislative Fiscal Division look forward to being of service to the legislature 
during this special session. The names, assignments, and phone extensions of LFD staff are 
listed in Appendix A to this report. Please feel free to call on us! 


Respectfully submitted, 


Co et 
Clayton Schenck 
Legislative Fiscal Analyst 
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INTRODUCTION 





Background 


The 56” Legislature concluded the regular legislative 
session on April 21, 1999. Among _ the 
accomplishments of that session was the approval of a 
number of budget and legislative initiatives to support 
economic development activities for Montana. HB 2 
appropriated $2.1 million and other legislation 
appropriated $21.8 million for economic development. 
A major portion of the latter ($15.5 million) was 
appropriated in HB 260: 


“An act encouraging economic development 
through investment in research and 
commercialization projects, establishing a research 
and commercialization expendable trust fund, 
establishing a coal producer’s license tax, 
allocating coal producer’s license tax revenue, 
providing for a credit against coal severance taxes 
for coal producer’s license taxes paid, statutorily 
appropriating coal producer’s license taxes to 
support research and commercialization centers and 
to be used as matching funds...” 


On January 20, 2000, the Montana Supreme Court 
issued a decision that invalidated certain sections of HB 
260, enacted by the 1999 legislature. The Governor 
issued a “Call to the 56” Legislature for a Special 
Session” to be held beginning May 8, 2000, to address 
this issue and a couple of additional items. The 
legislature has subsequently expanded the call to 
include the issue of tax relief. 


Purpose of the Report 


The purpose of this document is to assist the legislature 
in its deliberations during this 2000 Special Session. It 
is designed to provide fiscal information relating 
directly to the issues raised by the Governor’s call for a 
special session and issues raised by the legislature’s 
expansion of that call. This purpose is accomplished 
through presentations in the following sections: 


e General Fund Outlook 
e General Fund 2001 Biennium Outlook 
- Significant Issues Not in Projections 
e General Fund 2003 Biennium Outlook 
- Significant Issues Not in Projections 
e Beyond the 2003 Biennium 
e Session Fiscal Issues 
e Governor’s Economic Development Proposal 
e Fiscal Impact, Court Decision on HB 260 
e Other Fiscal Issues Included in Session Call 


This document is intended to briefly overview the status 
of the general fund account and to outline current and 
potential future fiscal issues related to the matters listed 
in the session call. This presentation is purposefully 
kept simple in structure and content because of the 
limited time available for its preparation, and to allow 
for a specific focus on the session issues. If additional 
detail is desired regarding various revenue sources, 
agency budgets, and other fiscal information, members 
are encouraged to refer to the Legislative Fiscal Report — 
2001 Biennium (June 1999) prepared following the 1999 
session. The fiscal report provides details on 
appropriations and revenues of state government as 
determined by the 1999 legislature. 


Additional reference material regarding the special 
session and availability of LFD staff assistance is 
included as appendices to this report. They include: 


- LFD staff assignments/phone numbers 
(Appendix A) 

- Glossary of fiscal terms (Appendix B) 

- Terms of the Special Session Call (Appendix C) 

- Growth Through Agriculture Grant and Loans 
(Appendix D) 

- Growth Through Agriculture Statute: Grant and 
Loans’ Selection Criteria (Appendix  E) 
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~ GENERAL FUND 2001 BIENNIUM OUTLOOK 





Introduction 


The development of an estimated fund balance as of the 
‘end of the 2001 biennium is reflected in Tables 1 and 2. 
Table 1 shows the estimated fund balance adopted by 
the 1999 legislature. Table 2 shows the most current 
LFD estimate of ending fund balance, $137.7 million. 


The variations in the fund balance from one point in 
time to the next reflects the dynamic nature of the state 


1999 Session Legislative Projections 


At the end of the 1999 session, the 2001 biennium 
ending balance was projected by the legislature to be 
$51.5 million. Table 1 shows the estimated revenues 
and disbursements from the general fund as approved by 
the 1999 legislature. As pointed out in the Fiscal Report 
(June 1999), this projected balance included $23.3 
million for an undesignated general fund reserve and 
$28.2 million for a reserve of tobacco settlement 
proceeds. 


budget. It is the result of changes in assumptions based 
upon economic conditions and changes in other 
financial data. More current revenue and disbursement 
information has been used when available. 


Table 1 


Estimated General Fund Balance 
Based on Action By the 56th Legislature (In Millions) 


Beginning Fund Balance 


Revenues 
Current Revenue 
Prior Revenue 
Residual Trans fers 


Total Funds Available 


Dis bursements 
General Appropriations 
Pay Plan Appropriations 
Statutory Appropriations 
Local Assistance Appropriations 
Miscellaneous Appropriations 
Supplemental Appropriations 
Feed Bill Appropriations 
Anticipated Reversions 


Total Disbursements 
Adjustments 


Ending Fund Balance 


Estimated 
1999 Biennium 2001 Biennium 


$30.315 


2,102.493 
(2.809) 
5.387 


$2,135.386 


1,983.012 
0.000 
77.745 
0.000 
1.548 
11.459 
5.564 
(15.319) 


$2,064.009 
0.576 


$71.953 


Estimated 


$71.953 


2,224.587 
0.000 
1.840 


$2,298.380 


2,068.375 
21.903 
87.591 
72.814 

3.793 

0.000 

5.438 
(3.135) 


$2,256.779 
Sa | 


$51.532 
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Special Session LFD Projections 


Table 2 shows additional adjustments that were applied 
to revenue and disbursement projections in preparation 
for the special session. 


There are a number of contingencies or potential 
impacts to the general fund balance that are not 
included in the numbers below. These, nonetheless, 
warrant consideration and are discussed in the 
following section. 


Table 2 shows that revenue collections, primarily from 
individual income tax, came in at a higher amount than 
originally projected for fiscal 1999. In addition, 
disbursements were less than budgeted. 


For the 2001 biennium, a significant increase ($70.5 
million) in individual income tax collections is projected 
based upon higher wage and capital gains income 
growth. Oil price changes also increase state revenue 
projections significantly. The largest downward 
adjustment is for expected supplemental appropriations 
of $14.8 million. As Table 2 shows, the projected fund 
balance for the 2001 biennium is $137.7 million. The 
net increase in fund balance from the regular session is 
projected to be $86.1 million. 


The following narrative explains the 2001 biennium 


adjustments included in Table 2. 


Table 2 


Revised General Fund Ending Balance 
(In Millions) 


Budgeted Ending Fund Balance (April 1999) 


Fiscal 1999 Actual Adjustments 


Estimated 
Adjustment 2001 Biennium 


$51.532 


Revenue Collections (Actual - Estimated) 19.817 
Disbursements (Budgeted - Actual) 4.625 


Fund Balance Adjustments 


pS 
$37.720 


Estimated Revenue Adjustments 2001 Biennium 


Individual Income Tax ($53.814+$16.714) 70.528 


Property Tax & Non-Levy 


Corporation Income Tax 


Tobacco Settlement Pay ments 


(6.731) 
3.934 
(6.708) 


Revenues Influenced By Oil Prices 10.811 


Reimbursable Fire Costs 


1.136 
$72.970 


Estimated Dis bursement Adjustments 2001 Biennium 
Session Continuing Appropriations (1.694) 


Statutory Appropriations 
Anticipated Supplementals($5.200+$9.605 


(5.069) 
(14.805) 


Crow Tribe Compact(June 1999 Session) (3.000) 


Revised Ending Fund Balance 





($24.568) 


$137.654 
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Fiscal 1999 Actual Adjustments 


The general fund account ended fiscal 1999 with an 
overall fund balance improvement of $37.2 million. Of 
this amount, $19.8 million came from higher revenue 
collections, $4.6 million from lower disbursements, and 
$13.3. million of unanticipated fund balance 
adjustments. A majority of the fund balance 
adjustment was due to a one-time accounting change. 


Individual Income Tax 


Estimated individual income tax revenue for the 2001 
biennium increases $70.5 million from the amount 
estimated in HJR 2. The increase is the result of 
adjusting the growth rate assumptions for wage/salary 
and capital gain incomes and applying these rates to the 
calendar 1998 tax base. The actual calendar 1998 tax 
base was not available during the 1999 legislative 
session. The adjustments to the assumptions are as 
follows: 1) wage/salary income is estimated to increase 
6.1 percent from calendar 1998 to 1999 and five 
percent thereafter; and 2) capital gains income is 
estimated to increase 15 percent from calendar 1998 to 
1999, zero percent from calendar 1999 to 2000, and 10 
percent thereafter. 


Property Tax and Non-Levy 


Property tax revenue to the general fund during the 
2001 biennium 1s estimated to be $6.7 million below 
the amount estimated in HJR 2. The estimates during 
the session were based on tax year 1998 data whereas 
the new estimates are based on tax year 1999 property 
tax data. In addition, more refined estimates of the 
effects of the property tax legislation passed by the 
1999 legislature are now available. The property tax 
legislation passed by the 1999 legislature was: 1) SB 
200 (reduce business equipment tax rates from 6 
percent to 3 percent); 2) HB 128 and HB 174 (reduce 
the tax rates on telecommunications and electrical 
generation property); and 3) SB 184 (phase in 
reappraisal for residential and commercial real estate, 
create exemptions and lower the class 4 tax rates) 


Corporation Income Tax 


The 2001 biennium general fund revenue estimate for 
corporation income tax is expected to increase $3.9 
million when compared to the estimate contained in 
HJR 2. The increase is due to: 1) payment timing 


differences of “one-time” revenue associated with the 
sale of electrical generation assets; and 2) higher than 
anticipated collections of “on-going” corporation income 
tax. The biennial estimate for corporation income tax 
excludes any state general fund impact of the divestiture 
of MPC assets and the purchase of qualifying facilities 
contracts (see page 8). 


Tobacco Settlement Payments 


It is estimated that the 2001 biennium proceeds from the 
tobacco settlement will be $60.1 million, or $6.7 million 
less than anticipated in HJR 2. Montana’s payments are 
affected by a number of factors, including increases for 
inflation and decreases if the number of cigarettes 
shipped on a national basis declines. Due to large price 
increases for cigarettes in 1999, the number of cigarettes 
shipped declined 14.0 percent, more than the 2 percent 
anticipated by the states. This effect is cumulative, and 
when combined with moderate declines for subsequent 
years, settlement payments are expected to be less than 
anticipated. 


Revenues Influenced by Oil Prices 


Revenue to the general fund from oil production is 
expected to increase by $10.8 million in the 2001 
biennium above HJR 2 estimates. This is the result of 
actual calendar 1998 and 1999 prices per barrel being 
higher than estimated and prices of $22 per barrel for 
each year of the 2001 biennium. 


Reimbursable Fire Costs 


Although the Department of Natural Resources and 
Conservation has requested approval of a $4.3 million 
wildfire supplemental (included in these projections), it 
is estimated that a reimbursement from federal agencies 
to the general fund will be $1.1 million. 


Session Continuing Appropriations 


In HB 1, the 1999 legislature appropriated general fund 
to pay for the operation of the 56th legislature, costs of 
preparing for the 57th legislature, and to pay for 
legislative retirement contributions. The legislature 
authorized these appropriations to continue into the 2001 
biennium. It is estimated that $1.7 million will be 
expanded in the 2001 biennium. 


cen re 
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Statutory Appropriations 


Statutory appropriation expenditures of general fund 
are anticipated to be $92.7 million in the 2001 
biennium or $5.1 million above the amount estimated 
in the Legislative Fiscal Report. The biennial increase 
is due to: 1) higher debt service payments from 
unanticipated timing of bond issues and higher interest 
rates, $1.9 million; 2) flood and wildfire emergencies in 
fiscal 2000, $1.9 million; and 3) higher police and 
firemen retirement payments, $1.3 million. 


Anticipated Supplementals 


Table 2 includes a total of $14.8 million in 
supplemental appropriations for three purposes. 


e Department of Environmental Quality - $600,000 


for bond payments. Cancellation by a surety 
company has left the state liable for the final zero 
coupon bond payment that must be paid by 
December 2000 to a trust fund established by the 
Billings Federal Court Consent Decree in 1996 for 
water treatment at the Zortman-Landusky mines. 


e Department of Natural Resources and Conservation 
(DNRC) - $4.3 million for wildfire costs. The 


legislature generally does not appropriate general 
fund to DNRC for anticipated wildfires costs. 
Rather, the department uses its general fund 
operating money to pay any costs and then asks the 
legislature to replace the amount through the 
supplemental process. The department has 
requested approval of a $4.3 million wildfire 
supplemental for costs it incurred in fiscal 2000 for 
suppressing state and federal wildfires and to 
reimburse federal agencies for their support of state 
wildfires. This request includes $750,000 for 
anticipated spring fires in fiscal 2000. The request 
excludes the $1.1 million spent on wildfires in 
fiscal 2000 from the emergency statutory 
appropriation. General fund spent on federal 
wildfires is reimbursed to the state and deposited to 
the general fund, less the $350,000 each fiscal year 
appropriated to the department. These figures do 
not include any potential fiscal 2001 wildfire costs. 


e Office of Public Instruction - A supplemental of 
$9.9 million is expected to be requested by the 
Office of Public Instruction for the 2001 biennium, 
for increases in BASE Aid to school districts. 


Table 3 shows the components of the supplemental 
by type of expenditure and by fiscal year. 


Table 3 
OPI Distribution To School Districts - Supplemental 


638 
19.258 21.079 &21 


117.588 120.237 2 
1 
Total $ 421.707 $426.082 $ 4.375 


Direct State Aid $ 200.469 $291506 $ 1.037 
GTB - School General Fund 114.314 117.012 2698 
GTB - School Retirement 19.258 21.079 1. 


Total $ 424.041 $420597 $ 555 


Biennial 
Difference 
5 


821 
336 





In fiscal 2000, guaranteed tax base (GTB) for the 
district general fund is expected to be above the 
appropriated amount by $2.6 million. This is 
primarily due to some districts underestimating 
fiscal 2000 motor vehicle revenue and SB 184 
reimbursements. GIB for the county school 
retirement fund is expected to be $1.8 million above 
the appropriated amount due to a_ similar 
underestimation as well as increased retirement 
budgets. 


In fiscal 2001, direct state aid is expected to increase 
by $1.0 million because enrollment in fiscal 2000, 
which determines fiscal 2001 ANB, was 680 
students above the estimate utilized during the 1999 
regular session. This ANB increase will also 
increase GTB for districts’ general fund. However, 
the majority of the expected increase in districts’ 
general fund GTB requirements in fiscal 2001 will 
come about as a result of further underestimation of 
motor vehicle revenue and motor vehicle 
reimbursements. SB 260 reduced the tax rate on 
light vehicles to 1.4 percent from 2.0 percent of 
value beginning January 1, 2000. Thus, ignoring 
growth in vehicle value, districts will receive 85 
percent of fiscal 1999 motor vehicle collections in 
fiscal 2000. In fiscal 2001, districts will receive 70 
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percent of fiscal 1999 motor vehicle collections. 
SB 184 requires school districts to anticipate for the 
2001 school year 75 percent of the motor vehicle 
collections received in fiscal 2000. This amount 
will be below what they will actually receive, 
which was the amount on which the state GTB 
appropriation was predicated during the 1999. In 
addition, SB 184 failed to require that schools 
anticipate the motor vehicle reimbursements that 
will be paid by OPI to districts in fiscal 2001. 


Also in fiscal 2001, it is expected that the county 
retirement fund will experience the same shortfall 
in GTB as was seen in fiscal 2000. 


Crow Tribe Reserved Water Rights Compact and 
Coal Severance Tax Settlement ! 


In the June 1999 special session, the legislature passed 
SB 1 ratifying a reserved water rights compact between 
the Crow Tribe and Montana. The legislature also 
passed HB 1 implementing the compact and 
appropriating $1.5 million general fund each fiscal year 
of the 2001 biennium for release of all claims of the 
Tribe’s coal severance tax suit and _ cost-share 
obligations under the compact. Payments of $1.5 
million each fiscal year are to continue through the 
2009 biennium. HB 1 requires that the $3.0 million 
earn interest at the same rate as the permanent coal 
severance tax trust fund until the money is paid into an 
escrow account and that these earnings also be paid into 
the escrow account. The earnings will probably be paid 
out of the general fund. Since the legislature has not 
appropriated any general fund for this purpose, any 
payments of interest will reduce the general fund 
balance. Department of Natural Resources and 
Conservation staff state that they are waiting for the 
tribe to agree to the selection of an escrow agent and 
they cannot pay the money until an agreement is 
reached. Since money in the permanent fund receives a 
greater rate of return than money in the general fund, 
the impact to the general fund increases with time. 


One Time Revenues/Expenditures 


The legislature has in recent biennia placed a priority 
on the issue of structural balance, or solvency, of the 
general fund budget. Structural balance is defined as 
matching the ongoing expenditures of government with 
ongoing revenues. While the legislature is required to 


adopt a balanced budget, and has adopted budgets in past 
biennia with near matches of estimated revenues with 
approved expenditures, a structural imbalance can still 
occur if one-time revenues are used to fund ongoing 
expenditure levels. 


The 2001 biennium legislative budget includes revenue 
estimates and expenditure authorizations that are nearly 
matched. However, there are a number of one-time 
revenues included in the projected balance that could 
result in a structural imbalance in future biennia if they 
are used to fund ongoing expenditures. The purpose of 
this section is to provide a summary of one-time 
revenues and expenditures in fiscal 1999, 2000, 2001. 
The legislature may wish to take this information into 
consideration in determining the level of fiscal issues it 
chooses to fund in the special session. 


Table 4 
General Fund 


One-Time Revenue/Expenditures 
(In Millions) 


Fiscal 
Source 1999-2000 


Corporation Income Tax 
Generation Asset Sale 
Touch America 
LA Water & Power 
Inheritance Tax 
Tobacco Settlement 
Fund Balance Adjustments 
Unanticipated Reversions 
One-Time Expenditures 


Totals 





One-Time Revenues 


The projected balance includes one-time revenue sources 
that will not be available in future biennia, with the most 
significant being capital gains tax revenues from the sale 
of Montana Power Company electrical generation assets 
and fund balance adjustments, as shown in Table 4. 


One-Time Expenditures 
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The 2001 biennium budget includes $16.4 million in 
appropriations designated as one-time only (OTO) by 
the legislature. This distinction is made so they are not 
built into the ongoing budget base. The legislature 
traditionally makes some provision for one-time 
appropriations in every budget. To the extent that the 
expenditures are truly one time, then temporary revenue 
can be used to fund these expenditures while still 


maintaining a long-term structural balance in state 
finances. Therefore, these OTO designated expenditures 
are shown in Table 4 as an offset to one-time revenues. 
It should be noted that some of the expenditures are 
clearly for one-time uses, such as special election duties 
and special equipment purchases. In other cases, 
however, the OTO designation has been placed on 
programs that the legislature wishes to assess before 
continued funding is authorized and in some instances 
on programs that are ongoing. 
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Introduction 


There are a number of potential fiscal impacts that are 


contingent upon non-fiscal assumptions. These include . 


ballot issues that will or might go before the voters in 
the general election, the designated unreserved fund 
balance, the proposed sale of the energy business of 
Montana Power Company, a pending law suit regarding 
a College of Technology mill levy, and potential 
supplementals, among others. In the event that one or 
more of the following items become reality, there is a 
potential for impacts to the general fund balance. While 
these cannot be logically included in the projection of a 
fund balance, it is important that the potential impacts 
be identified and considered in the legislative 
deliberations of fiscal status. The table below lists 
these potential issues. It is followed by a brief 
discussion of each item. 


Significant Issues not in Projections 
2001 Biennium 


Motor Vehicle Tax Initiative 
Tobacco Settlement Initiative 
Designated Unreserved Fund Balance 


MPC Buyout of Major Qualifying Contracts 
MPC Divestiture of Energy Business 

College of Technology Mill Levy Legal 
Challenge 

Department of Corrections 

Potential Department of Public Health and 
Human Services Supplemental 





Motor Vehicle Tax Initiative 


The 1999 legislature passed HB 540 and referred the 
question of whether the act will become effective to the 
electorate. If approved in November (Legislative 
Referendum 115), the legislation will reduce the 
taxation of light vehicles and eliminate the sales tax on 
new motor vehicles beginning January 1, 2001. Also 
beginning January 1, 2001, interest earnings on money 
in the highways state special revenue account and the 
highway non-restricted account will be retained in the 
accounts rather than deposited in the general fund. If 
approved, deposits to the general fund will be reduced 
by $4.2 million in the 2001 biennium. 


Tobacco Settlement Initiative 


Constitutional Initiative 82 (tobacco settlement 
initiative) has been approved by the Secretary of State 
and is currently being circulated to gain the necessary 
signatures to place it on the November ballot. If placed 
on the ballot and approved by the electorate, the 
initiative will amend the constitution to require the 
legislature to dedicate at least 40 percent of tobacco 
settlement proceeds to a trust fund. The principal of the 
trust fund will be inviolate, but a portion of interest and 
income from the trust will be available for the legislature 
to appropriate. Interest and income will be allocated: 1) 
90 percent for tobacco disease prevention programs and 
programs related to the health care needs of Montanans; 
and 2) 10 percent deposited to the trust fund. The 
constitutional amendment will become effective when 
approved by the electorate. 


Since tobacco proceeds for fiscal 2000 have already 
been received and deposited to the general fund, 
approval of this amendment will have no general fund 
impact in this fiscal year. However, approval of the 
amendment will reduce fiscal 2001 estimated general 
fund deposits by 40 percent, or $10.1 million. 


Designated Unreserved Fund Balance 


Tobacco settlement proceeds are currently deposited in 
the general fund. For the 2001 biennium, HB 2 requires 
up to $30 million of the proceeds in excess of the 
amount appropriated to be set aside for revenue 
stabilization in the general fund. The 1999 legislature 
appropriated $38.7 million of settlement proceeds for the 
2001 biennium. Since proceeds for the 2001 biennium 
are estimated to be $60.1 million, there will be $21.4 
million of proceeds in the general fund that are not 
appropriated or set aside for revenue stabilization. The 
amount anticipated for the reserve at the end of the 1999 
session was $28.2 million. 


MPC Buyout of Major Qualifying Contracts 


Montana Power Company (MPC) is in the process of 
negotiating a buyout of contracts with three qualifying 
facilities, including Montana One-Colstrip, Billings 
Generation, and the State of Montana (Toston Dam). 
Montana Power Company estimates the buyouts may 
cost as much as $400 million. According to company 
representatives, this would result in a tax deduction for 
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MPC in the year the buyouts occur, and the state 
general fund revenue loss (as compared to 1999 session 
projections) could be about $16 million. 


The state could recoup some of this revenue, however, 
if the companies with qualifying contracts incur 
increased Montana tax liability. Since the Toston Dam 
is a state facility, monies from the buyout of this 
contract would be deposited into a debt service account 
and not to the general fund. 


MPC Divestiture of Energy Business 


On March 28, 2000 the Montana Power Company 
announced “it will begin immediately the process of 
divesting the company’s multiple energy businesses, 
separating them from Montana’s Power’s 
telecommunications unit, Touch America”.’ Touch 
America will be the surviving entity through which it 
will conduct its telecommunications business. Montana 
Power Company estimates the sale will take six to 
twelve months to complete.” 


In an information session conducted by the Montana 
Public Service Commission on April 13, 2000, MPC 
officials noted the sales process will begin in May 
2000. MPC officials also noted the divestiture will be 
accomplished through a stock sale and not an outright 
asset sale. As of December 31, 1999, the book value of 
the property, plant, and equipment that are a part of the 
businesses offered for sale was approximately $1.5 
billion.” 


College of Technology Mill Levy Legal 
Challenge | 


While vocational education has existed in Montana 
since 1919, the current 1.5 mill local property tax levy 
for the support of colleges of technology in five 
counties has been in effect since 1980, when the 
colleges were still governed by local school districts. 
In 1987, the governance was transferred to the Board of 


“Excerpts from Press Release”, Exhibit 99, Form 8-K, 
United States Securities and Exchange Commission, April 4, 
2000. 


* Item 5. Other Events, Form 8-K, United States Securities 
and Exchange Commission, April 4, 2000. 


3 Thid. 
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Regents. In 1995, when the university system 
restructured and three of the colleges were absorbed by 
the co-located four-year institutions, the 1.5 mill levy in 
the five counties was reenacted with the provision that 
the funds from the levy were to be deposited in the state 
general fund. 


On December 20, 1999, two Cascade County taxpayers 
filed suit against the Montana Department of Revenue 
and others, alleging that the 1.5 mill levy is 
unconstitutional because it violates the equal protection, 
due process, and tax equalization provisions the U.S. and 
Montana Constitutions. The petitioners requested: 1) 
cessation of the mill levy; 2) return to taxpayers of all 
unlawfully collected taxes; and 3) attorney fees and 
court costs. If the court rules for the petitioners, the 
revenue loss to the general fund would be approximately 
$1.0 million each year. In addition, refunds for an 
unspecified number of prior years at $1.0 million per 
year and undetermined court costs might be required. 


Department of Corrections 


The department will have increased costs in the 2001 
biennium of $4.4 million due to: 1) higher costs for the 
male inmate population in fiscal 2000; and 2) the 
addition of 59.0 modified FTE and a probation and 
parole treatment plan added in the fall of 1999. 


The cost of adding the modified FTE and probation and 
parole treatment plan is approximately $3.4 million for 
the 2001 biennium. The department planned to fund 
these costs using vacancy savings, savings in the 
juvenile placement budget, and $1.0 million from the 
contingency account appropriated to the Office of 
Budget and Program Planning. However, vacancy 
savings are not being realized in fiscal 2000 and the 
juvenile placement budget has exceeded the amount 
originally appropriated. 


The department has not indicated the need for a 
supplemental in the 2001 biennium. However, to cover 
the increased costs of over $4.0 million, the department 
will have to: 1) realize vacancy savings; 2) keep juvenile 
placement costs under control; 3) achieve savings in 
other areas of the department; 4) see a reduction in the 
percent growth of the inmate population; and 5) use the 
$1.0 million contingency account appropriated to the 
Office of Budget and Program Planning. 
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Potential Department of Public Health and 
Human Services Supplemental 


Based on current spending patterns and DPHHS 
estimates of Medicaid costs, DPPHS could incur $4.2 
million in additional general fund costs above the 
amount of general fund appropriated for the 2001 
biennium. The projected general fund supplemental is 
based on the following estimated cost over runs: 

$2.4 million in primary care Medicaid; 

$1.7 million at Montana State Hospital; 

$1.6 million in foster care services; and 

$0.5 million in other mental health services. 


These potential increases are partially offset by a 
reduction in CHIP expenditures due to lower than 
anticipated enrollment. 


The budget director has indicated that service reductions 
will be an option that is considered before the executive 
approves a supplemental request. However, DPHHS has 
not indicated how it will reduce either operating costs or 
services so that current cost trends are moderated and 
general fund spending does not exceed the appropriation. 
Without this information it is not possible to determine 
what the consequences of any reduction in services or 
costs will be, or if they are even possible. The special 
session of the legislature will not have the opportunity to 
review the potential policy choices that DPHHS would 
need to make to avoid a supplemental appropriation. 
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Introduction 


The purpose of this section is to provide an estimate 
(Table 5) of the potential ending fund balance in the 
general fund at the end of the 2003 biennium. It 
provides a look at the ability of present law revenues to 
support present law expenditure requirements. These 
projections are based on “broad brush” general 
assumptions of expenditure and revenue patterns from 
the most current available information and legislatively 
published projections. It must be emphasized that these 
projections are extremely preliminary, but provide 
some insights into what impacts fiscal actions in this 
session could have on the 2003 biennium and what 
current funding is available for fiscal policy 
considerations. 


Table 
Estimated General 


For the 2003 biennium, the ending fund balance is 
estimated to be $226.0 million, an increase of $88.3 
million over the previous biennium. While funds 
available for the 2003 biennium increase by $111.3 
million or 4.6 percent, disbursements only increase by 
$13.1 million or 0.6 percent. The total increase in 
disbursement results to a large degree from a significant 
decrease in formula-driven school funding due to 
dropping enrollment figures. No areas with significant 
caseload or population increases were identified. Also 
note that there are no known - supplemental 
appropriations or adjustments to the fund balance for the 
2003 biennium. It is important to note also that the 
amount for local assistance appropriations is based on a 
strict interpretation of present law. Legislative intent in 
the 1999 session was for reimbursement of at least $37 
million more in the 2003 biennium than is shown in 
Table 5. See the discussion of this issue on page 16. 


5 
Fund Balance 


Present Law 2003 Biennium (In Millions) 


Beginning Fund Balance 


Revenues 
Current Revenue 
Prior Reveue 
Residual Trans fers 


Total Funds Available 


Dis burs ements 
General Appropriations 
Pay Plan Appropriations 
Statutory Appropmiations 
Local Assistance Appropriations 
Miscellaneous Appropriations 
Supplemental Appropriations 
Feed Bill Appropriations 
Anticipated Reversions 


Total Dis burs ements 
Adjustments 


Ending Fund Balance 


LZ 


Estimated Estimated 
2001 Biennium 2003 Biennium 


$109.674 


e297 Sod 
0.000 
1.840 


$2,409.071 


2,068.375 
21.903 
92.661 
72.814 

8.487 
14.805 
5.438 


(3.135) 
$2,281.348 


9.931 


$137.654 


$137.654 


2,386.751 
0.000 
(4.000) 


$2,520.405 


2,084.744 
34.632 
93.134 
72.814 

6.794 
0.000 
5.438 


(3.145) 


$2,294.411 
0.000 


$225.994 
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Current Revenues 


Table 5 shows that total general fund revenues are 
estimated to increase by $89.2 million or 1.9 percent 
annually from the 2001 biennium. Although this 
annual rate is below historical levels of 2.5 to 3.0 
percent, one-time revenues in the 2001 biennium plus 
the full implementation of tax relief measures in the 
2003 biennium reduces the anticipated growth rate. 


General Appropriations 
General appropriations increase a net $16.4 million for 
the primary reasons discussed below. 


Department of Public Health and Human Services 


The net cost of present law cost adjustments for the 
Department of Public Health and Human Services 
(DPHHS) is estimated to total $21.6 million general 
fund in the 2003 biennium. General fund cost increases 
are net of $9.4 million in reductions due to a projected 
decline in the state Medicaid benefit matching rate, and 
removal of one time only appropriations. The decline 
in the state Medicaid matching rate during the 2003 
biennium is the most significant factor in general fund 
cost reductions, accounting for $8.7 of the $9.4 million. 


The biennial cost of the most significant general fund 

present law adjustments 1s: 

e Medicaid and Mental Health Services 
caseload increases of $17.6 million; 

e $3.7 million due to reductions in the amount of the 
Temporary Assistance for Needy Family (TANF) 
Block Grant that can be transferred to the Title XX 
Block Grant and used to support services for the 
developmentally disabled and foster care services; 

e annualization of Children’s Health Insurance 
Program (CHIP) start up of $3.9 million over the 
biennium; 

e foster care and subsidized adoption caseload 
increases of $3.2 million; and annualization of 
provider rate increases and other program 
expansions in fiscal 2000 of $2.5 million. 


Plan 


Corrections 


General fund costs in the 2003 biennium are anticipated 
to increase by $13.5 million over the 2001 biennium 
appropriations. The net of three factors causes the 
projected increase: 
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e An increase of $13.7 million for projected male and 
female population increases. Females under 
supervision of the department are expected to 
increase from an appropriated level of 1,971 in fiscal 
2000 (including 1,722 in intensive supervision and 
probation and parole) to 2,203 in fiscal 2003 (with 
1,922 in intensive supervision and probation and 
parole). Males under department supervision are 
projected to increase from 6,851 (4,240 in intensive 
supervision and probation and parole) in fiscal 2000 
to 7,776 (4,756) in fiscal 2003; 

e An increase in outside medical costs due to the 
increases in inmate population; and 

e Removal of one-time-only costs of over $2 million 
for new license plates. 


As stated earlier, the department has added 59.0 
modified FTE and a probation and parole treatment plan 
in the 2001 biennium not included in the appropriation 
made by the 1999 legislature. The department must 
request continuance of these additions in new proposals. 
The total cost in the 2003 biennium would be about $5.0 
million general fund. This cost is not included in Table 
5: 


Higher Education 


The 2003 biennium general fund projection of $241.5 

million for higher education is slightly lower than the 

estimated 2001 biennium expenditures of $242.9 million 

(prior to anticipated reversions). The 2003 biennium 

projection is based on fiscal 2001 appropriations, 

adjusted for: 

e Estimated reversions, including $921,060 at the 
community colleges; 

e Annualization of audit costs, additional staff at the 
Fire Services Training School, and the Family 
Practice Residency Program; 

e Removal of one-time only expenditures for a 
performance audit, non-beneficiary students at the 
tribal colleges, and the Montana Beef Network 
totaling $1.094 million; and 

e A projected increase of 138 resident FTE. 


The figures do not include the estimated pay plan, which 
is separated for specific examination. 
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K-12 Education 


The present law OPI distributions to school districts 
during the 2003 biennium are expected to be $21.1 
million below the distributions anticipated during the 
2001 biennium ($11.4 million below the appropriation). 
There are two reasons for this reduction in 
distributions. First, ANB will continue to decline 
during the 2003 biennium, by approximately 2000 
students per year. Counterbalancing this reduction, 
districts will receive approximately $6 million more in 
motor vehicle reimbursements associated with SB 260, 
which reduced the tax rate on motor vehicles from 2 
percent to 1.4 percent. 


The present law distributions by OPI to school districts 
are predicated on language in SB 184 that requires the 
present law base for the 2003 biennium to be calculated 
on the SB 184 reimbursements in the 2001 biennium. 
If state reimbursements to school districts are increased 
during the 2003 biennium, OPI distribution costs to 
school districts will fall further. 


All Other Agencies 


Other increases for inflation and other workload factors 
were approximated through application of a 1.5 percent 
increase to operating expenses and equipment. 


One-Time-Only Costs 


The 2001 biennium figures in Table 5 include 
appropriations designated as one-time-only (OTO) by 
the 1999 legislature, meaning they are not to be 
included in the base for 2003 biennium budget building 
purposes. Several of the OTO appropriations are 
clearly one time expenditures, such as the emergency 
contingency appropriation to the Governor’s Office, 
costs to perform special election duties, and special 
equipment purchases. 


Other OTO appropriations were made for programs 
established by the legislature for which they wished to 
evaluate progress before authorizing continuance, such 
as the Montana National Guard Challenge Program, the 
Agriculture Heritage Program, and the provision of 
funds to tribal colleges for non-beneficiary students. In 
some instances, appropriations were designated OTO for 
ongoing programs, such as Timber Harvest for 
Technology in the Office of Public Instruction. In 
addition, the legislature consistently makes some 
provision for OTO costs in every budget. 


All appropriations designated as OTO, totaling over $16 
million over the biennium, have been removed from the 
2003 biennium general appropriations numbers. 
However, for the reasons cited above, the resulting 


numbers should be viewed as being extremely 
conservative. 
Employee Pay Proposal 


Because implementation of the 2001 biennium pay plan 
is phased-in over the biennium, the costs of 
implementation for a full biennium will be about $34.6 
million general fund, compared to the $21.9 million 
general fund appropriated for the 2001 biennium. 


Local Assistance Appropriations 


Local government reimbursements are included in the 
2003 biennium projections at the same level as were 
funded in the 2001 biennium. This reflects present law 
funding, and does not consider the additional $37.1 
million intended by the legislature to reimburse local 
governments in the 2003 biennium. See the discussion 
in the next section, “Significant Fiscal Issues Not 
Included in 2003 Biennium Projections.” 
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Introduction 


There are a number of potential fiscal impacts in the 
2003 biennium that are contingent upon other 
occurrences. These include ballot issues that will or 
might go before the voters in the general election, the 
proposed sale of the energy business of Montana Power 
Company, intangible property taxation, and local 
reimbursements. In the event that one or more of the 
following items become reality, there is a potential 
impact to the 2003 biennium general fund balance. 
While these cannot be logically included in the 
projection of a fund balance, it 1s important that the 
potential impacts be identified and considered in the 
discussions. The table below lists these potential 
issues. It is followed by a brief discussion of each item. 


Significant Issues not in Projections 
2003 Biennium 






Motor Vehicle Tax Initiative 
Tobacco Settlement Initiative 

CI 80 Flat Tax Initiative 

MPC Buyout of Major Qualifying Contracts 
MPC Divestiture of Energy Business 
Intangible Property Taxation 

Local Reimbursements 












Motor Vehicle Tax Initiative 


Legislative Referendum 115 (vehicle tax referendum) is 
explained in the section describing significant fiscal 
issues for the 2001 biennium. The issue is the same for 
the 2003 biennium. If approved, it will reduce deposits 
to the general fund by $16.8 million in the 2003 
biennium. 


Tobacco Settlement Initiative 


Constitutional Initiative 82 (tobacco settlement 
initiative) is explained in the section describing 
significant fiscal issues for the 2001 biennium. The 
issue is the same for the 2003 biennium. However, 
approval of the amendment will reduce fiscal 2003 
estimated general fund deposits by 40 percent or $24.0 
million. 


1D 


CI 80 Flat Transaction Tax 


Constitutional Initiative 80 is currently being circulated 
for signatures. It would eliminate property, income, 
inheritance, accommodations, and corporate taxes, and 
limit fuel, motor vehicle and video gambling machine 
taxes, and replace them with a flat-transaction tax. If 
this is placed on the ballot and approved by the voters, 
the flat-transaction tax would be effective January 1, 
2002, and the legislature would need to address its 
implementation during the 2001 session, including 
defining a “transaction” and considering exemptions. 
The fiscal impact of this measure is unknown at this 
time. 


MPC Buyout of Major Qualifying Contracts 


This item is explained in the previous section describing 
“Significant Fiscal Issues Not Included in 2001 
Biennium Projections”. 


MPC Divestiture of Energy Business 


This item is explained in the previous section describing 
“Significant Fiscal Issues Not Included in 2001 
Biennium Projections”. 


Intangible Property Taxation 


SB 211, passed by the 1999 legislature, allowed certain 
centrally assessed companies to deduct from the market 
value of their personal property an amount deemed to be 
due to intangible factors. The deductions will be made 
for the cost, market and income indicators used to value 
centrally assessed personal property for property tax 
purposes and will vary between 5 and 15 percent of each 
value indicator, depending on industry type. These 
percentage reductions are phased in at 10 percent in tax 


year 2000, 66 percent in tax year 2001 and 100 percent 


in tax year 2002. As a result of this legislation the loss 
in 95 mill state revenue will be approximately $0.5 
million in fiscal 2001. However, the property tax loss 
increases in fiscal 2003. Preliminary estimates are a loss 
of $3.6 million in fiscal 2002 and $5.4 million in fiscal 
2003. More reliable estimates are expected by mid- 
summer. 
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Local Reimbursements 


The 2003 biennium general fund outlook includes 
$72.8 million for local government reimbursements as 
authorized in Senate Bill 184, passed by the 1999 
legislature. This is the same amount that was estimated 
for local government reimbursements in the 2001 
biennium. While it was the legislature’s intent to fully 
reimburse local governments in the 2003 biennium, the 


additional $37.1 million or more required to do so must 
be considered a new proposal, according to the 
legislature’s chief legal counsel. 


Since the 2003 biennium general fund outlook is based 
on present law revenues and disbursements only, the 
anticipated increase in local government reimbursements 
is not included. 
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Introduction 


Looking beyond the 2003 biennium, there are two 
issues having potential fiscal impact that are contingent 
upon either a ballot initiative or economic performance. 
It is important that the potential impacts be identified 
and considered in the deliberation of fiscal issues and 
fund availability. These two issues are discussed 
below. 


Anti-Gambling Initiative 


Constitutional Initiative 81 (anti-gambling initiative) - 
This initiative has been approved by the Secretary of 
State and is currently being circulated to gain the 
necessary signatures to place it on the November ballot. 
If placed on the ballot and approved by the electorate, 
the initiative will amend the constitution to prohibit all 
forms of gambling, lotteries, and gift enterprises 
beginning Januaryl, 2004. If approved, general fund 


deposits will be reduced by $30.4 million in the 2004 
biennium and by $40.5 million for each biennium 
thereafter based on estimated gambling revenue 
deposited to the general fund for the 2001 biennium. 


SB 200 Trigger 


Senate Bill 200 (business equipment tax reduction) — 
The 1999 legislature passed Senate Bill 200 which 
provides a phased-in business equipment tax rate 
reduction and a progressive exemption from taxation on 
business equipment. The legislation also provides that 
beginning January 1, 2004, if the percentage growth in 
inflation-adjusted Montana wage and salary income 
from the prior year is at least 2.85 percent, then the tax 
rate for class eight property will be reduced by 1 percent 
each year until the tax rate reaches zero. In addition, 
beginning January 1, 2003, the legislation exempts 
certain items of personal property intended for rent or 
lease in the ordinary course of business. 
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GOVERNOR’S ECONOMIC DEVELOPMENT PROPOSALS 





The Governor is proposing that $13.265 million general 
fund be appropriated for various activities designed to 
encourage economic development. This report 
summarizes those proposals and provides other 
information. 


Background 


The 1999 legislature passed several pieces of 
legislation designed to spur economic development in 
Montana. Table 1 summarizes the activities funded 
through HB 260 and compares them to the Governor’s 
proposal and current funding. 


Program 


Estimated Coal Producers License Tax 


Agriculture seed capital account uaa 
Department of Commerce ~ 
Tax increment financing industrial districts 


Sum of fixed allocation 


Allocation of remaining amount after HB 260 fixed allocation: 


Long-Range Building Program - cash 

Long-Range Building Program - debt 

Non-expendable trust for parks acquisition or management 
Cultural and Aesthetic trust fund 

Renewable resource loan debt service fund 

Coal Severance Tax shared account (15-35-108(3), MCA) 
Research and Commercial Expendable Trust Fund : 


General fund 


Cooperative Development Center 
Treasure State Endowment regional water account 


Column Totals 
Totals 


" Referred to in the Governor's call letter as Growth Through Agriculture 

? HB 260 appropriates $2.5 million but doesn't specify if it is a biennial or yearly figure. The figures in the table assume the allocation was 
yearly. 
* Total biennial amount is over $9.5 million, most of which was anticipated to match federal grants in the university system. The $6.6 million in 
the Governor's call relates to the entire biennial figure. 


The three columns under the heading “Out of 1999 
Regular Session” show the impacts of legislative actions 
during the 1999 regular legislative session. The “HB 
260” column shows the resultant funding for the various 
programs with economic development activity. The 
“Coal Severance Tax" column shows the remaining 
funding from the coal severance tax as a result of HB 
260. The two columns under the heading “2000 Special 
Session” show the Governor’s proposed funding for 
economic development programs in the May 2000 
Special Session and the program funding from the coal 
severance tax that resulted when the HB 260 coal 
producer’s license tax was ruled unconstitutional. 


Table 1 
Economic Development (Excludes TSEP) 
Fiscal 2001 


Out of 1999 Regular Session 2000 Special Session 
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Default due to 
HB 260 being 
unconstitutional 


Coal 
Severance 
Tax 


Governor's 
Call Letter 
$ 19,349,000 
2,500,000 $ 1,250,000 
1,250,000 


600,000 600,000 


$ 3,100,000 


$ 13,949,000 


2,369,935 
242,713 
237,133 
119,961 
177,152 

1,555,314 

4,649,202 


$ 1,428,932 3,785,640 
151,229 

75,019 
113,124 
995,489 


400,647 
198,746 
299,697 
2,637,329 

6,600,000 
4,597,590 3,190,090 8,451,441 
65,000 
1,488,471 3,943,375 


$ 17,049,000 $ 7,442,353 


$24,491,353 


$ 9,765,000 $ 19,716,875 
$__20,481,875 
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Excluding TSEP, the Governor’s proposal is $9.8 
million additional funding to restore funding to specific 
economic development programs that were not funded 
as a result of the Supreme Court’s ruling. If the 
legislature appropriates funding for the Governor’s 
proposal, the resulting funding, excluding TSEP but 
including deposits to the general fund, would be $29.5 
million, or $5.0 million more than the legislature 
intended during the 1999 regular legislative session. 
(This figure includes an additional $0.7 million to the 
general fund.) 


The Governor included $3.5 million for the Treasure 
State Endowment Program in his call for a special 
legislative session. This compares to a_ biennial 
allocation in HB 260 of $4.6 million. Coincidental to 
HB 260, the legislature passed SB 220, which increased 
the allocation of the coal severance tax from 25 percent 
to 37 percent to the treasure state endowment state 
special revenue account. As a result of SB 220, the 
balance in the account and subsequently the interest 
earnings available for allocation have increased by 
roughly $1.01 million. This growth of interest accounts 
for the difference between the HB 260 allocation and 
the amount included in the Governor’s proposal. 


Governor’s Proposal 


Table 2 summarizes the Governor’s economic 
development proposals. Following the table, each 
proposal is discussed in more detail. 


Table 2 
Summary of Economic Development Proposals 
May 2000 Special Session 


Activity Amount 


Growth Through Agriculture 
$896,000 
354,000 
350,000 
425,000 
300,000 
125,000 
50,000 


Growth Through Agriculture Grants and Loans 
Marketing and Business Assistance (Agriculture) 
Business Recruitment 

Certified Communities 

Foreign/Canadian Trade 

Small Business Development Centers 

Small Business Innovative Research 


Industrial Infrastructure Reimbursement 600,000 
65,000 
6,600,000 


3,500,000 
$13,265,000 


Cooperative Development Center 
Board of Research and Commercialization 
Treasure State Endowment Program 


Total 
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Growth Through Agriculture 


The Governor proposes $2.5 million in funding for a 
number of projects in the Departments of Agriculture 
and Commerce, all under the category of “Growth 
Through Agriculture.” Proposals in the Department of 
Commerce are not exclusive to agriculture. 
Consequently, only $1.25 million of the total is targeted 
to agriculture, either in additional staff or through the 
provision of additional grants and loans through the 
Growth Through Agriculture (GTA) seed capital 
account. 


Growth Through Agriculture Grants and Loans 


The Montana Growth Through Agriculture Seed Capital 
Account has been funded with coal tax revenues since its 
inception. Until the 1997 biennium, the account 
automatically received a statutorily defined percentage 
of these revenues. While the source of regular funding 
to the account has remained the same, the account no 
longer automatically receives a portion of the coal tax. 
Instead, the account competes for 8.36 percent of coal 
tax revenues with several other functions. The 
legislature appropriated $812,687 to Growth Through 
Agriculture in the 2001 biennium in HB 2. (Please note 
that the shared account was to receive a portion of the 
HB 260 coal producer’s license tax. When that tax was 
declared unconstitutional, the account reverted to being 
entirely funded with coal tax.) In addition, the 
legislature provided $2.5 million in HB 260 to the 
Growth Through Agriculture Seed Capital Account for 
further grants and loans. 


The seed capital account was established in Section 90, 
Chapter 9, MCA. This statute is provided for reference 
in Appendix E. An Agriculture Development Council 
was also established and given broad criteria and goals 
for providing grants and loans from the account. A 
summary of grants and loans made from the account 
since its inception and compiled by the Department of 
Agriculture is provided in Appendix D. Please note that 
the 2001 biennium budget does not include any activities 
funded through HB 260. 


The Governor is not proposing that specific proposals be 
funded. Instead, he proposes that a total of $896,000 be 
provided to the account. Prior to Supreme Court action 
on HB 260, the council approved over $400,000 for 
projects contingent upon the availability of HB 260 
funds. The council has informed potential applicants 
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that everyone must resubmit their applications for these 
funds on a competitive basis, regardless of any past 
action taken. 


Issues and Comments 


The legislature may wish to examine the proposed grant 
and loan funding from a couple of vantage points: 1) 
the level of funding provided; and/or 2) the 
methodology by which the grants and loans are 
prioritized and chosen. 


Level of Funding Requested - According to staff in the 
Department of Agriculture, while the council receives 
approximately twice as many applications for funds 
than the level available, in past years the council has 
been able to fund those projects it has favored with the 
funding available through coal tax revenues. When HB 
260 funding became available, the criteria under which 
funds could be provided was expanded to include 
feasibility and marketing activities, with an emphasis 
on value-added products and activities in accordance 
with Vision 2005 recommendations. 


While the council approved $400,000 in fiscal 2000 
pending availability of funds, or less than half of the 
amount requested by the Governor, this amount 
represents only a portion of the grant year. Potential 
applicants were not encouraged to apply and ll 
applications were ended prior to the end of the year. 
However, because no history exists, the question 
remains as to whether the council will receive 
applications of sufficient quality to justify the amount 
requested, and that those funds will be used for projects 
that meet guidelines and council approval. If the 
legislature wishes to approve funding for further grants 
and loans, it may wish to reduce the amount provided 
until appropriate historical data can be gathered that 
indicates whether sufficient projects of sufficient 
quality exist. 


Methodology - As stated, the Agriculture Development 
Council reviews and approves all projects and their 
level of funding, using criteria and goals established in 
statute. (A copy of the criteria as specified in statute is 
provided in Appendix E.) If the legislature is 
concerned about the quality of the individual projects 
originally slated for funding or about potential future 
decisions by the council, it may wish to examine statute 
for possible change to either: 


at 


1) the criteria and goals under which the 
council reviews projects; or 

2) the general statutory make-up of the 
participants or the process by which final 
decisions are made. 


Marketing and Business Assistance 


The Governor is requesting a total of $354,000 for two 
purposes: 1) $170,500 for agricultural product 
promotion; and 2) $183,500 for agricultural business 
assistance. The funding would include an additional 4.0 
FTE. 


Certain benchmarks have been identified by the 
Department of Agriculture for measuring the success of 
the programs, including to increase domestic and 
international Department of Agriculture assisted product 
sales by 100 percent each year. However, most 
benchmarks identified deal with the activities such as the 
number of businesses that will be assisted, rather than 
measurable outcome objectives. The legislature may 
wish to ask the department to clarify how these activities 
will improve Montana’s economy and how the executive 
plans to evaluate their effectiveness. 


Department of Commerce 


The Governor has requested $1.25 million for the 

Department of Commerce for the following programs: 

e Business recruitment ($350,000 general fund). The 
Governor proposes expending $650,000 (including 
$300,000 from the private sector) to “improve the 
perception of Montana’s business climate by 
marketing Montana as an attractive location...” The 
cost includes 2.0 FTE, including a professional 
business recruiter. 

e Local economic development ___ — __ certified 
communities ($425,000 general fund). This 
initiative funds local economic development 
organizations in certified communities and counties. 
The maximum grant allowed to any of the 43 
certified communities would be $25,000, and the 
minimum $5,000. The purpose is to “establish and 
maintain an active network of local development 
organizations trained and prepared to respond to 
economic development opportunities and concerns.” 

e Foreign/Canadian_ trade ($300,000 general fund). 
The Governor proposes hiring a Canadian trade 
officer, and providing additional funding to the 
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Japan Trade Office and to the Taipei Trade Office 
to expand trade to mainland China. According to 
the Department of Commerce, the proposal is 
targeted to the small business community. 

e Small business development centers ($125,000 
general fund). These funds would, along with 
locally generated funds, provide matching funds for 
federal funds to support the Small Business 
Development Center. Program and maintain its 
certification. 

e Small business innovation research ($50,000 
general fund). These funds would be used to 
provide technical assistance to Montana companies 
to enable them to compete for federal funds. The 
funds are targeted toward the technology business 
base. 





The supporting documentation from the Department of 
Commerce fails to indicate any measurable outcome 
objectives, except for business recruitment, that can be 
used to evaluate the various program impacts. As such, 
the legislature may wish to ask the department how 
they will measure the effectiveness of the various 
programs in improving Montana’s economy. 


Industrial Infrastructure Reimbursement 


House Bill 260 appropriated $150,000 in fiscal 2000 
and $600,000 in fiscal 2001 to the industrial tax 
increment financing district (TIF) in Butte-Silver Bow 
County. The purpose was to reimburse the industrial 
TIF for losses due to the reduction in taxable value for 
business equipment mandated in SB 200 and which 
were specifically excluded from rermbursement in SB 
184. The unconstitutionality of HB 260 means the 
Silver Bow Industrial TIF will not receive these 
reimbursements. 


The Governor in his call for the special session has 
requested that the legislature restore $600,000 in fiscal 
2001 for the Silver Bow Industrial TIF. The amount 
requested compares to an estimated loss in revenue due 
to SB 200 of $3.7 million per year. 


Cooperative Development Center 


The Cooperative Development Center is located on the 
campus of Montana State University — Northern in 
Havre. The center, which has been in operation since 
January, works to promote cooperatives and 
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cooperative action to provide economic development for 
rural Montana. The Governor has proposed $65,000 of 
general fund for the center. The center is currently 
funded in part with a federal grant and in part through 
the provision of support by MSU-Northern. 


Staff of the center has stated they would use the funds to 
support the director’s salary, and for communication and 
travel expenses. The funds (and $50,000 in additional 
funds from MSU — Northern and the MSU — Northern 
foundation) would also be used to seek a three-year, 
$100,000 per year grant from the U.S. Department of 
Agriculture (USDA). Therefore, continuance of state 
funding would be sought for that period. At that point, | 
they would rely more heavily on donations and 
contributions from private sources (although grants 
funding would continue to be sought). Additional 
funding secured through grants would most likely be 
used to hire additional people to provide additional 
assistance. 


_ As stated, the center provides assistance to individuals 


and organizations to promote cooperatives and 
cooperative action. According to center staff, they do 
not charge for their services, except in the case of travel 
costs from incorporated cooperatives. 


The legislature may wish to request that the center 
present information on how they will measure results 
and impacts of their activities. 


Board of Research and Commercialization 


The Governor’s call for action on economic 
development includes $6.6 million to the Board of 
Research and Commercialization. HB 260 established 
the Board of Research and Commercialization 
Technology to oversee grants and loans from the newly 
created research and commercialization expendable trust 
fund. Included in this amount are: 1) $6.4 million for 
the EPSCoR grants to the Montana University System 
(MUS); and 2) $200,000 for the Department of 
Commerce/Montana Manufacturing Extension Center. 
It is anticipated that approximately $150,000 of these 
amounts will be used for administrative expenses for the 
Board of Research and Commercialization Technology. 


The members of the board have been appointed and have 
begun the task of organizing. Statutory funding for the 
board went away when the Supreme Court determined 
HB 260 to be unconstitutional. However, the board has 
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continued to proceed with work to establish its strategic 
plan and the criteria for awarding grants and loans. 
Funding and staff support for the board have been 
provided by the Department of Commerce. On behalf 
of the board, the department has begun actions to 
advertise for an executive director. If the board 
continues on the current schedule, the rules that would 
govern grant and loan applications and awards could 
proceed through the public comment process and be 
finalized during July. This would allow the board to 
begin receiving applications and awarding grants and 
loans as early as August 2000. 


Applications for the NSF EPSCoR grants requiring 
state matching funds are due on July 1, 2000 and 
require evidence of a state funds commitment in order 
to be considered, according to a letter from the 
Commissioner of Higher Education. Given the 60-day 
rule-making process, it is clear that the Board of 
Research and Commercialization Technology cannot 
act on those proposals prior to the July 1 application 
deadline. If the legislature decides to approve grant 
match funding for the NSF grants, it may wish to 
consider a direct, one-time only appropriation to the 
Board of Regents earmarked for that purpose so that 
evidence of commitment is available before the grant 
applications are due. 


Use of Indirect Cost Recovery Funds 


Table 3 shows the analysis of the use of indirect cost 
recovery funds (IDCs) reported by the university 
system. The first portion of that table shows the percent 
of indirect cost recovery revenue allocated to 
departments and deans, faculty start-up costs, grant 
matching, centersupport, the vice president for 
research, and miscellaneous projects. Allocation of 
more than 100 percent of the revenue results in the 
deficits shown in the right column. 


The university system allocates funds in the manner 
shown to “grow” the research program. The request for 
state funding for research in the 2001 biennium is the 
first major request of the state to help the university 
system in that effort. 

e Therefore, the policy issue is, “Does the state wish 
to provide funds to enable a larger research program 
in the Montana University System?” 

e Ifthe answer is “yes,” then how much of the deficit 
shown in the right column does the state wish to 
backfill with general fund in order to allow the 
university system the matching funds for additional 
EPSCoR grants, which may result in potential 
economic development? 

e If the state does appropriate general fund for 
matching research grants, should it be appropriated 
directly to the Board of Regents for that purpose? 

e If all funds are appropriated directly to the Board of 
Regents, what is the status of the Board of Research 
and Commercialization Technology during the 2001 
biennium? 


As can be seen in the upper portion of the table, the 
university system has changed some of the priorities for 
the use of IDCs from the 1999 to the 2001 biennium. 
For example, the percentage return to the departments 
and deans at UM-Missoula increased from a range of 26 
to 29 percent in the 1999 biennium to 35 percent in the 
2001 biennium. Faculty start-up funds at Bozeman were 
decreased from approximately 12 percent each year in 
the 1999 biennium to 8 percent in fiscal 2000 and 4 
percent in fiscal 2001. The net change in priorities, 
including increased percentages of funds for matching 
grants, results in an estimated calculated deficit of $9 
million in the 2001 biennium. 
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The lower portion of Table 3 shows that the calculated allocated funds to departments and deans, faculty start- 
deficit for the 2001 biennium would be approximately up costs, grant matching, and the vice president for 
$5.6 million if: 1) major changes in priorities shown by research to encourage that expansion. If the state 
the shaded areas were reversed; 2) the estimated chooses not to participate, the research programs will not 
available revenue were allocated based on the 1999 expand at the rate visualized. However, the university 
biennium priorities; and 3) if the grant applications system could then re-allocate some of the IDC revenue 
requiring a large portion of the $1.8 million match from the deans and departments, faculty start-up costs, 
requested at MT Tech in Butte are not approved. If MT and the vice president for research to provide funds for 
Tech’s grants are approved, the calculated deficit would matching grants. As a result, the university system 
be approximately $7.1 million. could apply for some of the EPSCoR grants, which 


could be matched within available funds. 


The calculated deficits discussed above assume that the 
goal is to expand the research programs at the three 
major research campuses and that the state will play a 
part in reaching that goal. The university system 


Table 3 
Analysis of Allocation of Indirect Cost Recovery Revenue in the University System 


Unit Return to % of Faculty % of Grant % of Center % of VP for % of % of Calculated 


& FY Revenue Dept/Dean Rev. Start-up Rev. Matching Rev. Support Rev. Research Rev. Misc. Rev. Deficit 


Bozeman - 33222* 

1998 $ 6,881,645 $ 1,534,574 22.30% $ 740,187 10.76% $ 1,949,241 28.33% $ 885,000 12.86% $ 1,454,452 21.14% $ 318,191 4.62% $ (0) 
1999 7,424,778 1,578,078 21.25% 719,363 9.69% 2,455,586 33.07% 870,000 11.72% 1,009,599 13.60% 792,152 10.67% $ (0) 
2000 7,500,000 1,600,000 21.33% 1,175,000 15.67% 4,000,000 53.33% 775,000 10.33% 1,200,000 16.00% 1,175,000 15.67% §$ (2,425,000) 
2001 8,000,000 1,700,000 21.25% 1,350,000 16.88% 4,500,000 56.25% 775,000 9.69% 1,400,000 17.50% 1,100,000 13.75% §$ (2,825,000) 
Missoula - 33191 ** c 

1998 2,086,669 614,039 29.43% 263,426 12.62% 256,103 12.27% 0.00% 350,129 16.78% 351,276 16.83% $ 251,696 
1999 2,462,086 633,932 25.75% 283,615 11.52% 278,948 11.33% 0.00% 399,470 16.22% 446,834 18.15% $ 419,287 
2000 3,819,480 1,336,818 35.00% 310,149 8.12% 2,512,437 65.78% 0.00% 784,808 20.55% 391,921 10.26% $ (1,516,653) 
2001 4,201,428 1,470,500 35.00% 149,900 3.57% 2,204,768 52.48% 0.00% 805,130 19.16% 395,051 9.40% $ (823,921) 
Butte - 33520*** 

1998 984,304 215,000 21.84% 20,000 2.03% 200,000 20.32% 0.00% 362,204 36.80% 187,100 19.01% §$ - 
1999 899,238 32,500 3.61% 20,000 2.22% 190,400 21.17% 0.00% 439,550 48.88% 217,288 24.16% $ (500) 
2000 666,198 80,000 12.01% 15,000 2.25% 279,085 41.89% 125,000 18.76% 310,863 46.66% 147,250 22.10% $ (291,000) 
2001 721,516 235,000 32.57% 20,000 2.77% 1,821,320 252.43% 125,000 17.32% 340,500 47.19% 27,250 3.78% $ (1,847,554) 


$45,647,342 $11,030,441 24.16% $5,066,640 11.10% $20,647,888 45.23% $3,555,000 7.79% $ 8,856,705 19.40% $5,549,313 12.16% $ (9,058,645) 


* IDC cost recovery only - excludes non-mandatory higher ed transfers 
**Includes Higher Ed Cost Recoveries - UM and MTTech 
*** MTTech spent down fund balance in FY 98 and 99 
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Unit Return to % of Faculty % of Grant % of Center % of VP for % of % of Calculated 


& FY Revenue Dept/Dean Rev. Start-up Rev. Matching Rev. Support Rev. Research Rev. Misc. Rev. Deficit 


Bozeman ‘ 

1998 $ 6,881,645 $ 1,534,574 22.30% $ 740,187 10.76% $ 1,949,241 28.33% $ 885,000 12.86% $ 1,454,452 21.14% $ 318,191 4.62% §$ (0) 
1999 7,424,778 1,578,078 21.25% 719,363 9.69% 2,455,586 33.07% 870,000 11.72% 1,009,599 13.60% 792,152 10.67% $ (0) 
2000 7,500,000 1,600,000 21.33% 750,000 10.00% 4,000,000 §3.33% 775,000 10.33% 1,200,000 16.00% 750,000 10.00% $ (1,575,000) 
2001 8,000,000 1,700,000 21.25% 800,000 10.00% 4,500,000 56.25% 775,000 9.69% 1,400,000 17.50% 800,000 10.00% $ (1,975,000) 
Missoula 

1998 2,086,669 614,039 29.43% 263,426 12.62% 256,103 12.27% 0.00% 350,129 16.78% 351,276 16.83% $ 251,696 
1999 2,462,086 633,932 25.75% 283,615 11.52% 278,948 11.33% 0.00% 399,470 16.22% 446,834 18.15% $ 419,287 
2000 3,819,480 954,870 25.00% 458,338 12.00% 2,512,437 65.78% 0.00% 649,312 17.00% 649,312 17.00% $ (1,404,788) 
2001 4,201,428 1,050,357 25.00% 504,171 12.00% 2,204,768 52.48% 0.00% 714,243 17.00% 714,243 17.00% $ (986,354) 
Butte 

1998 984,304 215,000 21.84% 20,000 2.03% 200,000 20.32% 0.00% 362,204 36.80% 187,100 19.01% $ - 
1999 899,238 32,500 3.61% 20,000 ~ 2.22% 190,400 21.17% 0.00% 439,550 48.88% 217,288 24.16% $ (500) 
2000 666,198 86,606 13.00% 15,000 2.25% 279,085 41.89% 0.00% 310,863 46.66% 147,250 22.10% $ (172,606) 
2001 721,516 93,797 13.00% 20,000 2.77% 302,243 41.89% 0.00% 340,500 47.19% 144,303 20.00% $ (179,327) 


$45,647,342 $10,093,753 22.11% $4,594,100 10.06% $19,128,811 41.91% $3,305,000 7.24% $ 8,630,321 18.91% $5,517,949 12.09% $ (5,622,592) 
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Fund Balance Analysis of IDC Funds 


provide that amount of match money, it stands to lose 
the equivalent of the Defense, Energy, and EPA PSCoR 


Table 4 summarizes a fund balance analysis of the IDC grants. In addition, assuming that the revenue and 


revenue funds at MSU-Bozeman, UM-Missoula, and 
MT Tech at Butte. If the university system receives the 
revenue and makes the disbursements as projected by 
the Commissioner, the fund balances will be depleted 
and the deficits at the end of the 2001 biennium will 


disbursement estimates are accurate and the fund 
balances are drawn down as projected, it will have no 
funds with which to make commitments for matching 
funds in the 2003 biennium. Under these conditions, the 
research program will probably not increase. 


total $4.1 million. If the university system cannot 


Beginning Balance 


IDC Recovery 
Other Transfers 


Total Revenue 


Total Disbursements 


Adjustments 
Prior Yr. Transfers in 
Prior Yr. Transfers out 


Total Adjustments 


Ending Balance 


Table 4 
Indirect Cost Recoveries 
MSU, UM, & Montana Tech Totals 


FY '98 FY '99 FY ‘00 FY '01 FY ;02 


$5,009,692 $5,007,415 $5,585,959 


$1,353,306 ($4,143,169) 


8,932,679 10,289,538 11,985,678 12,922,944 
5,238,559 


$14,171,238 $15,211,194 $11,985,678 $12,922,944 


$14,133,137 $14,686,671 $16,218,331 $18,419,419 


(9,921) 
(30,457) 
($40,378) 


$9,007,415 


(143,249) 
197,270 


$54,021 


$5,585,959 
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Table 5 summarizes the fund balance analysis using 
assumptions that differ from those used in Table 4. 
Table 5 assumes that: 1) MT Tech will receive the 
large grant for which it has applied; and 2) the 
percentage allocations of IDCs will approximate the 
1999 biennium priorities. Under these circumstances, 
the fund balances will still be depleted, but the deficits 
at the end of the 2001 biennium will total $2.2 million. 


FY '98 


Beginning Balance $5,009,692 


8,932,679 
5,238,559 


$14,171,238 


Agency IDC Recovery 
Higher Ed Cost Recovery & Adjustm 


Total Disbursements $14,133,137 


(9,921) 
(30,457) 
($40,378) 


Prior Yr. Transfers in 
Prior Yr. Transfers out 


Total Adjustments 


Ending Balance 


In summary, the university system has the opportunity 
to apply for federal economic development EPSCoR 
grants. The system has changed its priorities for the 
use of IDC revenue and positioned itself to use the 
grants to expand the research program. However, the 
required state match for the additional grants is greater 
than the university funds available in the IDC fund 
balances and current revenue. The total of the required 
grant matches is $4.1 million greater than the current 
resources if the system uses the IDCs as proposed and 
expends its entire fund balance. The required total 
required is $2.2 million greater than current resources if 
the system maintains its 1998-1999 pmniorities for 
expending IDC revenue and expends its entire fund 
balance. In either case, the university system may not 
qualify for all the available EPSCoR grants if it cannot 
identify additional resources that would be available for 
matching grants. 


Treasure State Endowment Program 


Program Description 


The Treasure State Endowment Program (TSEP) is a 
state infrastructure-financing program approved by 
Montana voters with the passage of Legislative 
Referendum 110 in June 1992. Grant funding for the 


Table 5 
Indirect Cost Recoveries - 1999 Biennium Priorities 
MSU, UM, & Montana Tech Totals 


$15,211,194 


$14,686,671 
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FY ‘99 FY ‘00 FY '01 FY '02 


$5,007,415 $5,585,959 $2,433,565 ($2,226,193) 
10,289,538 11,985,678 12,922,944 


4,921,656 - - 
$11,985,678 $12,922,944 


$15,138,072 


$17,582,702 


(143,249) - - 


197,270 - - 


$54,021 $0 $0 


$5.007.415 = $8.585.959 $2,433,565 


program is derived from investment earnings on coal 
severance tax funds. TSEP loans are funded with 
proceeds from bonds backed by coal severance tax 
collections. Infrastructure projects include drinking 
water systems, wastewater treatment facilities, sanitary 
sewer or storm sewer systems, solid waste disposal and 
separation systems, and bridges. 


Eligible applicants include cities, towns, counties, and 
tribal governments, or county or multi-county water, 
sewer, or solid waste districts. The Department of 
Commerce (DOC) administers TSEP and makes 
recommendations for grant and loan awards to the 
Governor. The Governor makes funding recom- 
mendations to the Montana legislature. The legislature 
makes the final decisions on the award of TSEP funds. 
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Funding 
(1999 Legislature 


The 1999 Legislature enacted two bills that had a 
significant impact on the TSEP program funding: 


Q House Bill 260 (HB260) -- established the coal 
producers’ license tax and allocated a specific 
dollar amount, $4.6 million in the 2001 biennium, 
to the TSEP state special revenue account for 
grants. There was no percentage allocation of coal 
producers’ license tax to TSEP. 

Q Senate Bill 220 (SB220) -- With the passage of 
HB260, coordination instructions in section 4 of 
SB220 directed that Section 17-5-703, MCA (the 
section that establishes the several coal severance 
tax trust funds) be amended to reallocate the 
distribution of the unreserved permanent coal trust 
receipts from--50% to the permanent trust and 50% 
to the TSEP trust to -- 0% to the permanent trust, 
75% to the TSEP trust, and 25% to the newly- 
created TSEP regional water fund. Although the 
percent allocation to the TSEP trust increased, 
interest earnings from the TSEP trust were 
projected at the end of the regular session to 
decrease approximately $0.5 million in the 2001 
biennium due to reduced coal severance tax being 
available because of HB260. 


Zi 


The overall impact of these two bills to the TSEP 
program was an approximate $4.1 million increase in the 
2001 biennium. 


Supreme Court Decision 


The Montana Supreme Court decision on HB260 
invalidated the $2.3 million annual allocation of coal 
producers’ license tax to the TSEP state special revenue 
account and the grant program. This results in a biennial 
reduction of $4.6 million. 


However, the court decision did not change the revised 
allocation of coal severance tax revenues to the TSEP 
trust that was authorized by SB220. Also, because the 
coal producers’ license tax was eliminated by the court 
decision, there are more coal severance tax dollars 
available for allocation. The result is higher annual 
deposits to the TSEP trust and higher investment 
earnings available for TSEP grants. 
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Fund Balance Projection 2001 Biennium 


Table 6 below shows the projected fund balance for the 
treasure state endowment state special revenue account 
for the 2001 biennium, both with and without HB260. 


As shown in the box on the right, TSEP trust earnings 
are projected to be about $1 million higher in the 2001 









Estimated Beginning Fund Balance 







Estimated Revenue 










Total Revenue 
Total Funds Available 


Esti LE Fr 













Total Expenditures 
Funds Available for Grants 
Grants authorized in HB11 






Estimated Ending Fund Balance 


Table 6 
Treasure State Endowment State Special Revenue Account : 
Fund Balance Projection, 2001 
Biennium (w/HB260 








TSE Trust Fund Interest Earnings $10,976,039 $11,987,000 
Coal Producers’ License Tax allocation $4,600,000 > 


Administration - Commerce $602,535 $602,535 
Administration - DNRC $50,000 $50,000 
BO! Loan Repayments $2,404,172 $2,404,172 
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biennium due to increased coal severance tax deposits to 
the TSEP trust. Also shown is the loss of the coal 
producers’ license tax allocation. The difference in the 
beginning fund balance is due only to updated financial 
reports and had nothing to do with HB260. 





Fund Balance Projection, 2001 
Biennium (w/o HB260 


$358,803 


















__ $11,987,000 
$12,345,803 










$16,052,261 




























$3,056,707 $3,056,707 
$9,289,096 


$12,595,643 








-$3,306,547 
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May 2000 Special Session Call 


The governor’s special session call includes a 
recommendation of $3.5 million general fund for TSEP 
grants authorized in House Bill 11 (HB 11). If 
approved by the special session, this will provide 
adequate funding for all grants authorized in HB11. 


Table 7 lists the TSEP grants authorized in HB 11. The 
horizontal line delineates the grants that would likely be 
funded from “regular” TSEP funding (TSEP trust 
earnings) and those that would be funded from any 
general fund appropriation or other appropmation 
authorized by the May special session. 


Table 7 
Treasure State Endowment Program Grants - 2001 Biennium 
Approved by the 56th Legislature 


Applicant 
Harrison Water and Sewer District 
Arlee Water and Sewer District 
Highwood County Water and Sewer District 
City of Missoula 
City of Thompson Falls 
Town of Philipsburg 
Town of Ekalaka 
Rae Water and Sewer District 
City of Big Timber 
City of Glasgow 
Corvallis County Sewer District 
Town of Boulder 
Town of Denton 
City of Cut Bank 
Richland County 
Town of Geraldine 
Augusta Water and Sewer District 
City of Havre 


Sweetgrass Community County Water/Sewe Wastewater 


Lewis and Clark County 

Town of Drummond 

South Hills Water and Sewer District 
City of Helena 

City of Red Lodge 

Chester 

Willow Ck Sewer Dist., Gallatin Co 
City of Columbia Falls 


Lacasa Grande Water&Sewer Dist, L&C Co Water 
*Elk Meadows Water/Sewer Dist, Missoula C Water 


*City of Harlem 
*Midvale Water/Sewer Dist., Lincoln Co. 
*City of Shelby 


Total Grants Authorized 


Grant Cumulative 
Award Total 
500,000 500,000 
500,000 1,000,000 
400,000 1,400,000 
500,000 1,900,000 
500,000 2,400,000 
121,900 2,521,900 
87,200 2,609,100 
485,850 3,094,950 
500,000 3,594,950 
500,000 4,094,950 
410,760 4,505,710 
500,000 5,005,710 
415,000 5,420,710 
500,000 5,920,710 
181,155 6,101,865 


Wastewater 
Wastewater 
Water 
Wastewater 
Water 
Water 
Wastewater 
Wastewater 
Wastewater 
Wastewater 
Wastewater 
Water 
Wastewater 
Water 
Bridge 


500,000 6,901,865 
303,747 7,205,612 
213,000 7,418,612 
500,000 7,918,612 
292,850 8,211,462 
500,000 8,711,462 
500,000 9,211,462 
500,000 9,711,462 
220,150 9,931,612 
500,000 10,431,612 
500,000 10,931,612 
500,000 11,431,612 
210,000 11,641,612 
179,311 11,820,923 
374,720 12,195,643 
400,000 12,595,643 


Wastewater 
Water 


Bridge 
Wastewater 
Water 
Water 
Wastewater 
Water 
Wastewater 
Wastewater 


Water 
Water 
Water 


$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
Wastewater $ 300,000 6,401,865 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 
$ 


_$_12,595,643_ 


Funding for these projects is contingent upon available revenues (1999 Regular Session). 


Funding for these projects is not expected to be available from regular TSEP funding in the 2001 


biennium. (May 2000 Special Session) 
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FISCAL IMPACT OF COURT DECISION ON HB 260 
rn eee 


Editor’s Note: This document was originally prepared 
by LFD staff in November 1999 to apprise the 
legislature of the potential fiscal impact of a court 
decision on HB 260. It has been updated and is 
included here as a reference document since it relates 
directly to the reasons for the special session call and 
the fiscal issues under consideration, particularly the 
economic development proposals discussed in the 
previous section. 


Introduction 


The purpose of this section is to summarize the fiscal 
impact to the various state programs of the Montana 
supreme court decision relative to the contitutionality 
of HB 260 (coal producer’s license tax). The court 
found the part of HB 260 related to the coal producer’s 
license tax unconstitutional. Although there are four 
distinct taxes levied on coal production in this state, 
only the coal severance and producer’s license taxes are 
addressed in this section. 


Coal Producer’s License Tax 


Beginning July 1, 1999, HB 260 (enacted by the 56" 
Legislature) imposed a new coal producer’s license tax 
on the contract sales price (CSP) of coal. The tax rate 
was established at 9.17 percent of the CSP. Although 
this new tax was in addition to the current coal severance 
tax, HB 260 allowed a credit against the coal severance 
tax liability equal to 101.5 percent of the coal producer’s 
license tax liability. Thus, the combined impact on coal 
producers was an approximate reduction of 0.9 percent 
in tax liability on any coal produced in Montana. 


Both the coal severance and producer’s license tax have 
distinct revenue distribution mechanisms established in 
Montana statutes. Table 1 shows the allocation 
percentages for each tax and the estimated revenue to be 
received by each account for fiscal 2000 and 2001. The 
amounts shown in Table 1 are based on distribution 
amounts had HB 260 been upheld. 


Table 1 
Distributions of Coal Severance and Producer's License Tax 
Under HB260 


Percent Fiscal 2000 Fiscal 2001 
NA 


Treasure State Endowment Special 

Agricultural Seed Capital Account 

Industrial Increment Districts 

Permanent Trust i 0 0 

Treasure State Endowment Trust ‘ 4,710,000 4,465,412 

TSE Regional Water Fund Trust 5 1,570,000 1,488,471 

General Fund : 3,364,824 3,190,090 

Long Range Building Program - Cash i 1,507,200 1,428,932 

Long Range Building Program - Debt ‘ 0 0 
159,512 151,229 

79,128 75,019 

Water Development ; 119,320 113,124 

Shared Revenue Account i 1,050,016 995,489 

Research & Commercialization Trust Q Q 


Totals 100.00% $12,560,000 $11,907,765 


Coal Producer's License Tax Both Taxes 


Percent Fiscal 2000 Fiscal 2001 Fiscal 2000 Fiscal 2001 


Fixed 2,300,000 2,300,000 2,300,000 2,300,000 
Fixed 2,500,000 2,500,000 2,900,000 2,500,000 
Fixed 600,000 600,000 600,000 600,000 
0.00% 0 0 0 
0.00% 0 4,710,000 4,465,412 
0.00% 0 1,570,000 1,488,471 
32.96% 4,944,000 4,597,590 8,308,824 7,787,681 
16.99% 2,548,500 2,369,935 4,055,700 3,798,867 
1.74% 261,000 242,713 261,000 242,713 
1.70% 255,000 237,133 414,512 388,362 
0.86% 129,000 119,961 208,128 194,980 
1.27% 190,500 177,152 309,820 290,276 
11.15% 1,672,500 1,555,314 2,722,516 2,550,803 
33.33% 4,999,500 4.649.202 4,999,500 4,649,202 





100.00% $20,400,000 $19,349,000 $32,960,000 $31,256,765 
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severance tax revenue flowing into the corpus of the 
permanent coal tax trust account. Since this bill 
contained coordination instructions relative to the 
outcome of HB 260, it affected the amount of coal 
revenue distributed to the treasure state endowment trust, 
treasure state endowment regional water, and permanent 
coal severance tax funds. 


Table 2 shows the estimated revenue to be received by 
each account for fiscal 2000 and 2001 since the 
Montana Supreme Court declared HB 260 
unconstitutional. It should be noted that the total 
amount of coal tax revenue increases. This is because 
of the 101.5 percent credit mechanism that was negated 
by the court ruling. 


Both Tables 1 and 2 incorporate the fiscal impacts of 
SB 220. Senate Bill 220, as passed by the 56” 
Legislature, created a treasure state endowment 
regional water system fund by redistributing coal 


Table 2 
Distributions of Coal Severance and Producer's License Tax 


HB260 Declared Unconstitutional 
NA 


Coal Producer's License Tax 
Percent Fiscal 2000 Fiscal 2001 
reasure State Endowment Special 
Agricultural Seed Capital Account 
Industrial Increment Districts 


Both Taxes 
Fiscal 2000 Fiscal 2001 


Coal Severance Tax 
Fiscal 2000 Fiscal 2001 


Permanent Trust ! 0 
reasure State Endowment Trust 12,474,750 
SE Regional Water Fund Trust 4,158,250 

General Fund 8,911,961 

Long Range Building Program - Cash 3,991,920 

Long Range Building Program - Debt ; 0 

422,478 
209,576 
316,027 
Shared Revenue Account 2,781,038 


Research & Commercialization Trust 0 
100.00% 


Totals $33,266,000 


0 
11,830,125 
3,943,375 
8,451,441 
3,785,640 
0 

400,647 
198,746 
299,697 
2,637,329 
Q 


$31,547,000 
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0 0 
12,474,750 11,830,125 
4,158,250 3,943,375 
8,911,961 8,451,441 
3,991,920 3,785,640 
0 0 

422,478 400,647 
209,576 198,746 
316,027 299,697 
2,781,038 2,637,329 
0 0 
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$33,266,000 


$31,547,000 
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Table 3 summarizes the net impact on all the coal tax 
accounts since HB 260 was declared unconstitutional. 
The section. following Table 3 highlights the fiscal 
impact to the various coal tax accounts from a “services 
delivered” perspective. 


Table 3 
Net Impact on Coal Tax Accounts 
HB260 Declared Unconstitutional 
Revenue Change 
Fiscal 2000 Fiscal 2001 


(2,300,000) 

(2,500,000) 

(600,000) 
0 


Biennium 


(2,300,000) 

(2,500,000) 

(600,000) 
0 


Treasure State Endowment Special 
Agricultural Seed Capital Account 
Industrial Increment Districts 
Permanent Trust 

reasure State Endowment Trust 
TSE Regional Water Fund Trust 
General Fund 
Long Range Building Program - Cash 
Long Range Building Program - Debt 


7,364,713 
2,454,904 
663,761 
(13,227) 
(242,713) 
12,285 
3,766 
9,420 
86,527 
(4,649,202) 


$290,235 


7,764,750 
2,588,250 
603,137 
(63,780) 
(261,000) 
7,966 
1,448 
6,207 
58,522 
(4,999,500) 


$306,000 


Water Development 
Shared Revenue Account 
Research & Commercialization Trust 


Totals $596,235 


Fiscal Impact By Account 


Treasure State Endowment Special 


Before the 56” Legislature passed HB 260, the 
Treasure State Endowment (TSE) Special Revenue 
account received interest earnings from the Treasure 
State Endowment Trust Fund to fund the Treasure State 
Endowment Grant Program. House Bill 260 provided 
an additional revenue source to the TSE Grant program 
by directly allocating $4.6 million of the coal 
producer’s license tax to the TSE special revenue 
account for the 2001 biennium. This allocation 
decreases to $1.2 million for subsequent bienniums. 


Since HB 260 was declared unconstitutional, this direct 
allocation is void and there will be insufficient revenue 
in the TSE Special Revenue account to fund all of the 
Treasure State Endowment grants authorized in section 
2 of HB 11 passed by the 56™ Legislature. Because the 
legislature anticipated a possible legal challenge to this 
legislation, HB 11 contains a contingent voidness 
clause that states “If House Bill No. 260 is not enacted 
or 1s invalidated by a final judicial decision, [section 2] 
of [this act] is void and references to that section must 
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be stricken”. Section 1 of HB 11 is then the operative 
section, which reduces the authorized project grant list 
from 32 to 25 projects. 


Agricultural Seed Capital Account 


The Agriculture Development Council makes loans from 
the agriculture seed capital account to support research 
relating to innovative organizational improvements in 
agricultural businesses and to the commercialization and 
marketing of new agricultural products or agricultural 
production processes. Since HB 260 was declared 
unconstitutional, the council has $5.0 million less money 
available for loans. 


Industrial Increment Districts 


House Bill 260 appropriated $600,000 per year to the 
industrial tax increment financing district (TIF) in Butte- 
Silver Bow County during the 2001 biennium. The 
Butte-Silver Bow industnal TIF is also appropriated 
$600,000 during the 2001 biennium in property tax 
reimbursements under SB 184. Since HB 260 was 
declared unconstitutional, the Butte-Silver Bow 
industrial TIF will lose $1.2 million in_ state 
reimbursement revenue, but will continue to receive the 
SB 184 rermbursement during the 2001 biennium. Under 
either scenario, the Butte-Silver Bow industrial TIF will 
not receive total revenue replacement due to property tax 
base reductions under SB 200. 


Treasure State Endowment Trust 


As noted in Table 3, the Treasure State Endowment 
Trust Fund gains revenue since HB 260 was declared 
unconstitutional. This results in increased investment 
earings available for the Treasure State Endowment 
Grant Program and partly offsets the loss noted under 
the “Treasure State Endowment Special” account. The 
estimated increased investment earnings that accrues to 
the TSE Trust Fund is $1.0 million for the 2001 
biennium. 


TSE Regional Water Fund Trust 


The 56" Legislature authorized the Treasure State 
Endowment Regional Water Fund Trust account in 
Senate Bill 220. In the 2001 biennium, the account 
receives an allocation of 12.5 percent of the coal 
severance tax. The investment earnings from this trust 
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are available as matching funds to plan and construct 
regional drinking water systems in Montana. Since HB 
260 was found unconstitutional, the 12.5 percent 
allocation from the coal severance tax represents a 
much larger dollar amount because the coal severance 
tax revenue will not be reduced by the credit allowed 
for the coal producer’s license tax. The amount of 
investment earnings from the trust therefore increases, 
providing more funding for regional water systems. It 
should be noted that a legislative appropriation to 
expend the investment earnings was not established by 
the 56" Legislature. 


General Fund 


As shown in Table 3, the general fund account receives 
additional revenue since HB 260 was declared 
unconstitutional. Since any funds in this account must 
be appropriated by the legislature, these monies will 
increase the ending fund balance and will be available 
for appropriation by the next legislature. 


Long Range Building Program — Cash 


The projected revenue loss to the long range building 
cash program since HB 260 was_ declared 
unconstitutional is not likely to jeopardize the capital 
construction program authorized by the 56" Legislature 
in House Bill 5. This is because there 1s an adequate 
reserve in the projected ending fund balance of the long 
range building cash account. 


Long Range Building Program — Debt 


House Bill 260 allocated 1.74 percent of the coal 
producer’s license tax to the Long Range Building debt 
service fund to fund the general obligation bonds issued 
for the purchase of Virginia City and Nevada City 
property. Since HB 260 was found unconstitutional, 
the debt service for the general obligation bonds will 
come from the state general fund. 


House Bill 69 passed by the 56" Legislature deleted a 
provision contained in Section 15-35-108, MCA that 
allocated 1.3 percent of the coal severance tax to the 
Long Range Building debt service fund to fund the 
general obligation bonds issued for the purchase of 
Virginia City and Nevada City property. The 1.3 
percent allocation in 15-35-108 diverted coal severance 


BD 


‘one account from which the 


tax revenue that would have otherwise been deposited 
into the general fund. 


Parks Trust 


Because the Parks Trust is a non-expendable trust, 
deposits to the account cannot be expended. Only the 
investment income from this trust fund can be 
appropriated for the acquisition, development, operation, 
and maintenance of state recreational areas, state 
monuments, or state historical sites. Because the 
balance that can be invested will be larger, the amount of 
investment earnings from the trust increases, thereby 
providing more funding for park projects. 


Arts Trust 


Because the Arts Trust is a non-expendable trust, 
deposits to the account cannot be expended. Only 
the investment income from this trust fund can be 
appropriated for cultural and aesthetic grants. 
Because the balance that can be invested will be 
larger, the amount of investment earnings from the 
trust increases, thereby providing more funding for 
cultural projects. 


Water Development 


Money in this debt service account (which also receives 
money from other sources) is used for debt service on 
renewable resource bonds. However, since a large 
portion of the funds (that is not needed for debt service) 
are swept to the renewable resource account and used for 
other purposes, the repeal of HB 260 has a minimal 
effect on this account. 


Shared Revenue Account 


The 1995 legislature passed Senate Bill 83, which 
combined five allocations of the coal severance tax 
(totaling 8.36 percent) into one 8.36 percent allocation, 
thereby eliminating the five separate accounts. The 
revenue from this single allocation is now deposited into 
legislature provides 
appropriations for agricultural development projects, 
local impact grants, county land planning, conservation 
districts, and library services. The legislature prioritizes 
available funds among these five areas. Since any 
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unexpended money in this account is required to be 
deposited into the general fund, the voiding of HB 260 
merely increases the transfer to the general fund by the 
excess amount going to this account. 


Research & Commercialization Trust 


The research and commercialization expendable trust 
fund was to provide a predictable and stable source of 
funding for research and commercialization projects 
conducted in the state. The Board of Research and 
Commercialization Technology is charged with 
allocating monies for loans and grants that meet the 
objectives of their research and commercialization 
strategic plan (not yet developed). The board met for 
the first ttme on September 2, 1999, but did not take 
any specific actions to develop their strategic plan or 
guidelines for selecting loan and grant recipients until 
after the legal challenge was resolved. 


The expendable trust fund is statutorily appropriated 
and must be used only for loans or for matching funds 
for grants from non-state sources that are to be used for 
research and commercialization projects to be 
conducted at research and commercialization centers 
located in Montana. Research and commercialization 
centers are defined as campuses of the University of 
Montana, Montana State University, tribal colleges, 
colleges of technology, community colleges, 
agricultural research centers, or private, nonprofit 
laboratories or research centers. One further restriction 
is that at least 20 percent of the investments made must 
be directed toward projects that enhance production of 
agriculture. 


House Bill 621, enacted by the 56" Legislature, directly 
appropriates $.3 million from this account to the 
Department of Commerce. The department is to use 
these funds as grants to local governments that submit 
nationally competitive proposals to locate the venture 
star project in Montana. Local governments must 
provide an equal amount of matching funds. 


Since revenues from the coal producer’s license tax are 
the sole funding source for the research and 
commercialization program, no funding would be 
available for any research and commercialization 
projects since HB 260 was declared unconstitutional. 
This includes the direct appropriation to the 
Department of Commerce. 
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Cooperative Development Center 


The general appropriation act (HB 2) contains language 
under the Department of Agriculture that states “If 
House Bill No. 260 is passed and approved, $65,000 
each fiscal year of state special revenue money 
appropriated in House Bill No. 260 must be used for a 
cooperative development center at MSU-Northern”. 
Since this language attempts to amend statute that 
specifically allocates the coal producer’s license tax, the 
appropriation is invalid. According to the Legislative 
Services Division Legal staff, “the allocations of the coal 
producer’s license tax are statutory and may not be 
amended by language in the general appropriations act”. 


Since this is already an invalid appropriation, the 
Montana Supreme Court decision did not change the 
funds available to the cooperative development center at 
MSU-Northern. This explains why the _ total 
appropriation of $130,000 is not included in any of the 
tables previously shown. 


Summary 


In summary, since HB 260 was_ declared 
unconstitutional, the total tax levied on coal production 
in the state actually increases by approximately $.6 
million for the 2001 biennium. What will change 
significantly is the distribution of coal taxes to the 
various state accounts as previously shown in Table 3. 
Those accounts receiving major funding shortages 
include the treasure state endowment grant account, the 
agricultural seed capital account, and the research and 
commercialization trust account. The state general fund 
account increases by $.8 million for the 2001 biennium, 
which is a net amount for the general fund and long- 
range building debt service account. 
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Tax Reductions 


The legislature, by petition, called a concurrent special 
session (to the Governor’s call) to consider tax 
reductions. As of this writing, several bill drafts 
relating to tax reduction had been requested and 
numerous options were being researched and 
considered. The LFD general fund balance projections 
included in this report are intended to provide the 
legislature a measure of the funds available for tax 
reduction measures as well as other fiscal bills. 


In view of the short time frames of the special session, 
LFD staff will have minimal or no time prior to the 
session to analyze or provide information on specific 
tax reduction proposals, -but will do so as time allows 
after bills are introduced. Staff will be available to 
assist committees and individual legislators during the 
session on these bills. 


HB 555 Bonding 


The Governor’s special session call includes an item 
described as: “Legislation for the purpose of clarifying 
the House Bill 555 bonding supporting aerospace, 
transportation, and technology infrastructure projects.” 
The issue to be addressed appears in the section of the 
bill, having to do with the authorization of bonds by the 
board of examiners for “aerospace, transportation, and 
technology infrastructure development projects.” 
While the bill was being drafted, definitions were 
developed to be generic in describing projects. 
However, in Section 5 having to do with the 
authorization of bonds, the name of a specific project 
name (“venture star”) was inserted. This is viewed by 
the executive as a potential technical defect in the bill. 
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The Governor is proposing to correct this to ensure that 
projects of this type can be pursued regardless of the 
name of the project. It is not a fiscal issue but rather is 
clarification of the bill that was enacted. 


Revenue Estimating Resolution 


The key economic assumptions targeted as most 
affecting state government receipts and disbursements 
are traditionally adopted by the legislature in each 
session by joint resolution (usually HJR 2). The 
resolution serves to establish an official estimate of the 
state’s anticipated revenue for each year of the biennium 
for the purpose of achieving a balanced budget. The 
Legislative Fiscal Analyst assists the legislature in 
documenting the budget as approved by the legislature, 
using the revenue estimates adopted in the revenue 
estimating resolution and the appropriations approved in 
various bills. 


While it is not directly included in the May 2000 session 
call, a joint revenue estimating resolution is an essential 
legislative record that: 1) acts as a tool for carrying out 
the specific terms of the call; and 2) provides the official 
revenue estimates of the legislature that are used to 
support the fiscal bills passed in the special session and 
document the accomplishment of a balanced budget. 
Without a revised revenue estimating resolution, the 
estimates in the 1999 Session HJR 2 remain the 
Legislature’s official estimates, and would not reflect the 
surplus now projected. Legislators are encouraged to 
consider introduction of a revenue estimation resolution 
to achieve these objectives. 
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GENERAL GOVERNMENT & TRANSPORTATION 


Dave Brown — Ext. 5834 
Legislative Branch 
Governor's Office 
Commissioner of Political Practices 
Consumer Counsel 
Montana Chiropractic Legal Panel 
State Auditor’s Office 
Judiciary 


Greg DeWitt — Ext. 5392 
Transportation 
Secretary of State 
Revenue 
Administration 
Appellate Defender Commission 


HEALTH & HUMAN SERVICES 
Lois Steinbeck — Ext. 5391 
Pat Gervais — Ext. 1795 
Public Health and Human Services 


NATURAL RESOURCES & COMMERCE 
Gary Hamel — Ext. 5347 
Fish, Wildlife, and Parks 
Environmental Quality 
Natural Resources and Conservation 


Todd Younkin — Ext. 2722 
Livestock 
Agriculture 
Commerce 


CORRECTIONS & PUBLIC SAFETY 
Lorene Thorson — Ext. 5387 
Board of Crime Control 
Justice 
Public Service Regulation 
Corrections 


Todd Younkin — Ext. 2722 
Military Affairs 
Labor and Industry 


EDUCATION 

Dave Brown - Ext. 5834 
Board of Public Education 
School for the Deaf and Blind 
Montana Arts Council 
Library Commission 
Montana Historical Society 


Jim Standaert — Ext. 5389 
Office of Public Instruction 
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By 


EDUCATION — (Cont. 


Sandy Whitney — Ext. 4580 
Commissioner. of Higher Education 
Community Colleges 
Six University Units and College of Technology 
Agricultural Experiment Station 
Extension Service 
Forestry and Conservation Experiment Station 
Bureau of Mines and Geology 
Fire Services Training School 


LONG-RANGE PLANNING 


Pam Joehler — Ext. 5386 
Long-Range Building Program 
Information Technology Bond Proposal 


Todd Younkin — Ext. 2722 
Treasure State Endowment Program 


Gary Hamel - Ext. 5347 
Oil Overcharge Funds 
State Building EDerEY. Conservation 
Resource Indemnity Trust Interest Accounts 


Dave Brown — Ext. 5834 
Cultural and Aesthetic Grant Program 


TAX POLICY & REVENUE ESTIMATION 
Terry Johnson — Ext. 2952 

Jim Standaert — Ext. 5389 

Pam Joehler — Ext. 5386 


Roger Lloyd — Ext. 5385 


PUBLIC SCHOOL SUPPORT 
Jim Standaert — Ext. 5389 


INFORMATION TECHNOLOGY 
Terry Johnson — Ext. 2952 
Mike Allen — Ext. 4101 


SABHRS-MBARS MANAGER 
Terry Johnson — Ext. 2952 


DIRECTOR 
Clayton Schenck — Ext. 2988 


DEPUTY DIRECTOR 
Terry Johnson — Revenue — Ext. 2952 
Taryn Purdy — Budget — Ext. 5383 


FISCAL SPECIALIST 
Jon Moe — Ext. 4581 
Special Projects/Statewide Issues 


SUPPORT STAFF 
Cindy Campbell — Office Manager — Ext. 0027 
Diane McDuffie - Secretary — Ext. 2063 
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Disbursement — In the context of the general fund 
balance discussions, disbursements refer to the outgo of 
funds, including appropriations to state government and 
other distributions. It includes various categories of 
appropriations that are defined in this glossary. 


Feed Bill — refers to the appropriation(s) made to fund 
the operation of the state legislature when it meets in a 
regular or special session. 


General Appropriations — refers to appropriations 
(1999 session) provided in HB 2, the general 
appropriations act, and SB 81, SB 100, and a portion of 
SB 184. 


Local Assistance Appropriations — action taken by 
the 1999 legislature provided a net reduction in 
revenues of nearly $30.0 million in general fund tax 
relief to taxpayers, primarily in property tax reductions. 
Additionally, local government tax revenues were 
reduced by $139 million. To compensate for the 
revenue loss, the legislature appropriated $73 million in 


SB 184 as a partial reimbursement to _ local 
governments. 
Miscellaneous Appropriations -_ refers to 


appropriations that occur in bills other than those 
included under “general appropriations”. These bill are 
sometimes referred to as “cat and dog” bills. 


Pay Plan Appropriations - _ refers to _ the 
appropriations provided in HB 13, the state employee 
pay plan bill. 


Present Law — That additional level of funding needed 
under present laws to maintain operations and services 
at the level authorized by the previous legislature. This 
includes, but is not limited to: 1) legally mandated 
workload, caseload, or enrollment changes; 2) changes 
in funding requirements; 3) inflationary or deflationary 
adjustments; and 4) elimination of one-time 
appropriations. 
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Residual Transfers -— identifies the amount of 
nonrecurring or nonroutine transfers of equity between 
accounting entities. 


Revenue — In the context of the general fund and 
discussion of the general fund balance, revenue refers to 
the variety of sources of money that are deposited to the 
general fund. For the general fund, the primary sources 
are individual income taxes, property taxes, corporate 
income taxes, common school interest and income, 
permanent trust interest earnings, and insurance 
premium taxes. There are, however, many other sources 
that contribute varying amounts to the general fund. 


Reversions — refer to the unspent portions of the various 
appropriations made to state government when the 
budget period has expired. 


Statutory Appropriations — There are a number of 
appropriations made by permanent law that are in the 
language of specific statutes. 17-7-502, MCA, lists the 
sections of law that provide for statutory appropriations. 
They authorize spending by a state agency without the 
need for a temporary legislative appropriation. 


Supplemental Appropriations — refers to additional 
spending authority sometimes allowed in instances when 
agencies experience unforeseen obligations. 


Appendix C 
SUMMARY OF SPECIAL SESSION CALL 


Governor’s Call for a Special Session to 
Convene at 9:00 a.m. on May 8, 2000 


The Governor’s special session call is limited to: 


uy 


Legislation appropriating funds from the General 
Fund for the following programs which were 
established through the good-faith efforts of the 
56th Legislature in House Bill 260: 


Treasure State Endowment Program funded with 
$3,500,000; 

Industrial Infrastructure Reimbursement funded 
with $600,000; 

Board of Research and Commercialization funded 
with $6,600,000; 

Cooperative Development Center funded with 
$65,000; and 

Growth Through Agriculture funded with 
$2,500,000 total: Department of Agriculture’s 
Marketing and Business Assistance and Grants and 
Loans funded with $1,250,000; and Department of 


Commerce’s Business Recruitment, Canadian/ 
Foreign Trade, Small Business Innovation 
Research and Development Center, Certified 


Communities funded with $1,250,000. 
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2. Legislation for the purpose of clanfying the House 


Bill 555 bonding supporting _aerospace, 
transportation and technology infrastructure projects. 


Confirmation of gubernatorial judicial appointees 
subject to the provisions of Montana Code 
Annotated section 3-1-1013(1). . 


Call for a Concurrent Special Session 


}. 


Tax call: A petition signed by Legislators has called 
a special session to be concurrent with the special 
session called by the Governor. The call is limited to 
legislation to reduce taxes. 





Appendix D 


Growth Through Agriculture Grants and 
Loans 


The following pages are a list of Growth Through | 


Agriculture grants and loans made from the Growth 
Through Agriculture Seed Capital Account since its 
inception. Please note that the 2001 biennium does not 
include any activities funded through HB 260. This list 
was compiled by the Department of Agriculture. 
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This reference is provided as it relates to the section of 
this report that discusses the Governor’s Economic 


Development Proposal. 
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Appendix E 


Growth Through Agriculture Statute 
Reference 


The following pages provide the statute reference for 
the Growth Through Agriculture Program related to the 
establishment of the Seed Capital Account and the 
criteria and goals for selecting projects and their level 
of funding. . 
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This reference is provided as it relates to the section of 
this report that discusses the Governor’s Economic 


Development Proposal. 


Appendix E 


MCA -- Oct. 1999 


90-9-301. Agriculture seed capital account — matching funds. 

(1) There is an agriculture seed capital account administered by the council. 

(2) The council may loan money from the agriculture seed capital account to support research relating to innovative 
organizational improvements in agricultural businesses and to the commercialization and marketing of new agricultural 
products or agricultural production processes. 

(3) The council may not make a loan to an agricultural development project for which the matching funds have not been 
received. Matching funds are required prior to any expenditure of state funds for research and development or seed 
capital projects. The council may accept as matching funds those funds received by the loan recipient within | year 


prior to the execution of the loan agreement. 


90-9-306. Appropriation authority and funding — prohibited investments. 

(1) The council has authority to accept and expend all funds received by it as grants, donations, or other private or public 
income, including amounts repaid as principal and interest on investments made by the council. These funds are 
statutorily appropriated to the council, as provided in 17-7-502, for the purposes of this chapter, except that 
expenditures for actual and necessary expenses required for the efficient administration of this chapter must be made 
from temporary appropriations, as described in 17-7-501(1) or (2), made for that purpose. 


(2) Council members may not personally apply for or receive council funds. If an organization with which a member is 
affiliated applies for council funds, the member must disclose the nature of the affiliation and may not participate in the 
decision of the council regarding the application. 


History: En. Sec. 10, Ch. 665, L. 1987; amd. Sec. 14, Ch. 284, L. 1989; amd. Sec. 13, Ch. 628, L. 1989. 


90-9-311. General criteria underlying agricultural development project loans. The council may make an 
agricultural development project loan only upon a favorable determination that the proposed agricultural 
development project: 


(1) is consistent with the findings and purposes of the act because it incorporates innovative agricultural technology; 

(2) has prospects for collaboration between the public and private sectors of the state's economy; 

(3) has prospects for achieving commercial success and for creating new jobs in the state; 

(4) has potential for commercial success related to the specific product, process, or business development methodology 
proposed; 

(5) can provide matching funds; 

(6) has potential to benefit existing agricultural business; 

(7) can be reasonably expected to provide an economic retum within a reasonable period of time; 

(8) involves processing or adding value to agricultural products produced in the state; and 

(9) has a management structure that allows ongoing post disbursement involvement by the council. 


History: En. Sec. 1, Ch. 284, L. 1989. 


90-9-312. Seed capital projects -- program goals. (1) The council may make a seed capital project loan to a seed 
capital project if it determines that the project meets the loan criteria established in 90-9-311 and 90-9-313 and further 
determines that the project meets the goals established in subsection (2) and involves development and commercialization 
of innovative agricultural products or processes. 


(2) The goals of this program are: 
(a) to assist in the development of innovative technology in the state by providing a source of capital to the 
agricultural-based sector of the state's economy; 
(b) to provide financing and follow-along management support for agricultural businesses in the state that are 
attempting to develop agricultural products or processes based on innovative technologies; and 
(c) to provide a liaison between agricultural businesses in the state and investors in an effort to enhance the pool 
of capital available to agricultural businesses in the state. 


History: En. Sec. 2, Ch. 284, L. 1989. 
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90-9-313. Specific criteria for seed capital project loans. The council may make a seed capital project 
loan only if it determines that the proposed project complies with the criteria and goals set forth in 90-9-311 
and 90-9-312 and further determines that: 


(1) the project develops or employs innovative agricultural products or processes that promise a significant competitive 
advantage; 

(2) the project requires financing that is not available from conventional lending sources; 

(3) the project provides an opportunity to preserve the principal of the loan amount and to earn a monetary return; 

(4) the company is located or preparing to locate within the state; 

(5) the project demonstrates a capacity to diversify or add value to the state's agricultural businesses; 

(6) the company's management team possesses sufficient agricultural business experience; 

(7) the company has potential for creating and retaining jobs and stimulating tax revenue growth in the state; 

(8) the company's agricultural product or process is targeted for a commercial market; 

(9) the company's product or process is of sufficient quality to significantly impact the target market; and 

(10) if applicable, the company's business plan is designed to provide financing, marketing, and production milestones to 

accomplish the proposed commercialization. 


History: En. Sec. 3, Ch. 284, L. 1989. 


90-9-314. Research and development project — program goals. 
(1) The council may make a research and development project loan if it determines that the project meets the loan criteria 
established in 90-9-311 and 90-9-315 and further determines that the project meets the goals established in subsection (2). 
(2) The goals of this program are: 
(a) to significantly upgrade existing agricultural research capabilities within the state's research and 
development institutions and organizations; 
(b) to provide financial support to individual research projects that have significant potential to advance 
development of agricultural business in the state; 
(c) to facilitate the process of transferring research from the laboratory to the commercial marketplace; 
(d) to provide financial support for the development of advanced research capabilities within the state's 
university system through the acquisition of facilities, equipment, or personnel; 
(e) to facilitate the flow of information to agricultural-based businesses in the state in order to assist those 
businesses in reaching their full commercial potential; or 
(f) to improve the information and resources available to the state's agricultural businesses involved in 
commercialization of innovative agricultural products and processes. 


History: En. Sec. 4, Ch. 284, L. 1989. 


90-9-315. Specific criteria for research and development project loans. The council may make a 
research and development project loan only if it determines that the proposed project substantially complies 
with the criteria and goals set forth in 90-9-311 and 90-9-314 and further determines that the project: 


(1) has the potential to diversify or add value to the state's agricultural economy; 

(2) demonstrates a clear path to commercial development of the research results within the state; 

(3) involves university system research participation, if appropriate; 

(4) employs or otherwise takes advantage of existing research and development strengths within the state's university and 
private research establishment; 

(5) involves a realistic and achievable research project design; 

(6) develops or employs innovative agricultural products or processes; and 

(7) is located within the state. 


History: En. Sec. 5, Ch. 284, L. 1989. 
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